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HOUSING  AND  URBAN-RURAL  RECOVERY  ACT 

OF  1982 


WEDNESDAY,  MARCH  31,  1982 

House  of  Representatives, 

COBOOTTEE  ON  BANKING,  FINANCE  AND  UrBAN  AfFAIRS, 
SUBCOBOOTTEE  ON  HOUSING  AND  COMMUNITY  DEVELOPMENT, 

Washington,  IXC 

The  subcommittee  met,  pursuant  to  call,  at  9:30  a.m.,  in  room 
2128,  Raybum  House  Office  Building,  Hon.  Henry  B.  Gonzalez 
(chamnan  of  the  subcommittee)  presiding. 

Present:  Representatives  Gonzalez,  St  Germain,  LaFalce,  Lun- 
dine,  Vento,  Garcia,  Lowry,  Schumer,  William  J.  Cojme,  Hoyer, 
Stanton,  Wvlie,  McKinney,  Thomas  B.  Evans,  Jr.,  Bethune, 
Carman,  ana  Bereuter. 

Also  present:  Representative  Minish. 

Chairman  Gonzalez.  The  subcommittee  will  please  come  to 
order. 

The  subcommittee  will  continue  its  consideration  of  the  pending 
l^islative  matters,  and  I  have  always  believed  that  the  hearings, 
particularly  of  this  nature,  should  be  accompanied  by  some  pres- 
ence that  will  reflect  later  after  they  are  printed  of  the  environ- 
ment or  backdrop  against  which  we  are  proceeding  along  with  the 
comprehensive  hearings. 

I  ask  imanimous  consent  that  I  may  be  permitted  to  place  into 
the  record  at  this  point  an  article  appearing  in  the  business  section 
of  the  New  York  Times  yesterdav,  Tuesday,  March  30,  entitled 
''Housing  Aid  Offered  by  Reagan.  Because  this  gives  us  a  very, 
very  good  outline  of  what  it  is  we,  the  l^islative  branch,  must  con- 
front. 

And  an  accompanying  article,  also  appearing  on  Saturday, 
March  27  in  the  AFLr-CIO  News  entitled  ''Housing  Measure 
Pressed  To  Lift  Sagging  Economy." 

[The  articles  follow:] 

[From  the  New  York  Times.  Mar.  80. 1982] 

Housing  Aid  Offered  by  Reagan 
(By  Howell  Raines) 

PROPOSAL  EASES  RULES,  BUT  HE  BARS  A  "BAILOUT*' 

Washington.— President  Reagan  today  proposed  a  five-step  plan  to  aid  the  hous- 
ing industry  by  increasing  the  now  of  pension  funds  into  the  credit  markets  and  by 
easing  Government  regulations  on  home  mortgages. 

But,  in  a  speech  to  the  National  Association  of  Realtors  here,  Mr.  Reagan  refused 
to  commit  hmiself  to  lowering  the  $91.5  billion  deficit  his  1983  budget  would  entail. 

(2127) 
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The  realtors  and  other  busmess  associations  have  repeatedly  scud  that  a  lower  defi- 
cit is  needed  to  bring  down  the  high  interest  rates  that  have  put  the  housing  indus- 
try in  near-depression. 

Sales  of  new  single-family  houses  tumbled  11.8  percent  in  February,  to  the  second- 
lowest  monthly  rate  in  at  least  two  decades,  the  departments  of  Commerce  and 
Housing  and  Urban  Development  reported.  [Page  D18.] 

Mr.  Reagan,  while  asserting  that  ''housing  is  one  of  our  highest  social  priorities," 
denounced  plans  to  help  the  industry  with  "multibillion-doUar  bailout  schemes." 

won't  endorse  aid  bill 

This  apparently  means  Mr.  Reagan  will  not  endorse  legislation  to  spur  home  con- 
struction by  providing  $1  billion  in  each  of  the  next  five  years  to  subsidize  mort- 
gages for  middle-income  families.  'Tou  recognize,  as  I  do,  that  budget-busting  bail- 
outs will  only  aggravate  the  interest  rate  problem — the  underljring  problem  in  the 
housing  industry/'  Mr.  Reagan  said. 

The  President  speaking  in  the  same  hotel  where  he  waeT  shot  on  March  30  of  last 
year,  also  offered  a  strongly  worded  defense  of  his  economic  program,  saying  that 
any  attempt  to  blame  him  for  the  current  recession  would  sink  compromise  negotia- 
tions on  the  budget  in  "the  quagmire  of  partisan  debate." 

Larry  Speakes,  the  deputy  White  House  press  secretary,  said  that  Mr.  Reagan  of- 
fered no  comment  on  the  scheduling  that  brought,  him  to  the  Washington  Hilton  on 
the  eve  of  the  first  anniversary  of  the  attempt  on  his  life. 

Mr.  Speakes  also  said  that  the  White  House  was  still  observing  its  policy  of  not 
commenting  on  budget  talks,  between  Reagan  aides  and  Congressional  leaders,  de- 
spite demands  today  that  the  President  become  more  actively  involved  in  settling 
the  budget  stalemate. 

Senator  Bob  Dole,  the  Republican  chairman  of  the  Finance  Committee,  adopted  a 
tone  of  urgencv  in  addressing  the  realtors  before  Mr.  Reagan's  arrival.  "I  reaUy  be- 
lieve we're  right  on  the  threshold  of  a  breakthrough,  if  the  Congress  and  the  Presi- 
dent, working  together,  will  sit  down  together  and  hammer  out  a  budget,"  Senator 
Dole  said.  But,  he  added,  "If  we  don't  get  it  done  in  the  next  80  days,  we  aren't 
going  to  get  it  done." 

Sending  a  similar  messajge  in  more  partisan  words,  Senator  Robert  C.  Byrd,  the 
Democratic  leader,  said,  'The  President  is  going  to  have  to  move  his  feet  out  of 
cement  and  be  willing  to  give,  also."  He  specifically  attacked  Mr.  Reagan's  insist- 
ence that  his  plans  to  increase  defense  spending  and  reduce  personal  income  taxes 
must  not  be  altered  in  any  compromise  budget. 

BUDGET  DEBCANDS  REAFFIRMED 

But  Mr.  Reagan,  in  his  speech,  reaffirmed  those  demands.  He  argued  that  resist- 
ance to  his  cuts  in  nondefense  spending,  rather  than  tax  reductions,  was  the  reason 
for  the  growth  of  the  deficit. 

"I  have  no  quarrel  with  those  who  cry  out  every  evening  on  the  network  news 
against  the  size  of  our  projected  deficits;  I  abhor  them,  too,"  the  President  said. 
"What  I  don't  understand  is  how  many  of  those  same  people  can  then  retreat  firom 
the  spotlight  to  vote  in  some  Congressional  committee  to  spend  even  more." 

The  President's  five-part  proposal  to  help  the  housing  industry  does  not  require 
Congessional  approval,  and  some  of  its  key  elements,  such  as  the  use  of  pension 
funds  to  finance  mortgages,  have  been  announced  earlier. 

These  are  the  five  elements  of  the  plan: 

An  easing  of  Government  regulations  on  mortgage  revenue  bonds,  which  are 
issued  by  state  and  local  governments,  to  provide  mortgage  funds  for  50,000  more 
home  buyers. 

Further  action  under  the  previously  announced  plan  to  relax  regulations  under 
the  Emplo3rment  Retirement  Income  Security  Act  of  1974  to  increase  the  money 
from  labor  union  pension  funds  available  for  home  mortgages. 

Revision  of  Federal  Housing  Administration  rules  to  allow  more  first  time  home 
buyers  to  qualify  for  mortgages  on  condominiums  And  to  allow  relatives  to  assist 
young  people  with  down  payments. 

Relaxation  of  Government  regulations  limiting  real  estate  firms'  participation  in 
related  businesses  such  as  providing  title  insurance. 

Reduction  of  the  processing  time  on  F.H.A.  loans. 

Bill  Ellingsworth,  spokesman  for  the  National  Association  of  Realtors,  scud  the 
group  greeted  Mr.  Reagan's  proposed  today  as  an  indication  of  concern,  even  though 
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hk  guggmitions  would  not  bring  sweeping  changes.  "It's  certainly  not  the  answer, 
but  it's  a  positive  first  step,"  the  spokesman  said. 

(Ftam  the  AFlrCIO  News,  Blar.  27. 1962] 

Housing  Measure  Pressed  To  Liit  Sagging  Economy 

A  labor-supported  legislative  package  designed  to  overcome  a  critical  shortage  of 
a£fordaMe  housing  can  also  help  pull  the  nation  out  of  recession,  the  AFL-CIO 
testified. 

The  federation  endorsed  key  ingredients  of  a  comprehensive  housing  bill  intro- 
duced by  Rep.  Henry  B.  Gonzales  (D-Tex.),  whose  subcommittee  has  jurisdiction  over 
most  houang-related  legislation. 

It  also  supported  the  intent  of  a  housing-related  hanking  measure  sponsored  bv 
Bep.  Femand  J.  St  Germain  (D-R.L)  who  is  chairman  of  the  full  Banking,  Finance  & 
Uitian  Af&irs  Committee. 

Henry  B.  Schechter,  who  testified  as  director  of  the  AFL-CIO  Office  of  Housing  & 
Bionetaiy  Policy,  also  urged  rmewal  of  the  Credit  Control  Act,  which  otherwise  will 
expire  at  the  end  oi  June.  The  law  gives  the  President  authority  to  channel  availa- 
Ue  credit  into  productive  uses  and  thus  ease  pressure  on  interest  rates. 

The  Gonzalez  bill  includes  additional  authority  for  public  housing  construction 
and  other  existing  programs  which  the  Reagan  Administration  wants  to  scrap. 

It  would  also  activate  a  dormant  program  of  federal  subsidies  for  home  purchases 
by  families  with  incomes  up  to  130  percent  of  the  national  average,  holding  their 
payments  to  the  equivalent  of  a  9.5  percent  interest  rate. 

Sc^echter  said  the  AFL-CIO  especially  welcomes  a  companion  provision  for  subsi- 
dized rental  unit  construction  taigeted  to  areas  of  greatest  need.  But  he  urged  that 
more  than  the  20  percent  share  provided  in  the  bill  be  earmarked  for  families  with 
incomes  not  higher  than  80  percent  of  the  local  median.  The  percentage  of  rental 
holing  in  the  overall  package  should  also  be  increased,  Schechter  scud. 

Hie  bill  also  includes  emergency  mortgage  assistance,  so  that  home  owners  who 
lose  their  jobs  won't  lose  their  homes  if  they  can't  meet  mortgage  payments.  The 
recipients  would  be  required  to  repay  the  funds  advanced  by  the  government  to 
avoid  foreclosure. 

Sdiechter  proposed  tightening  of  some  sections  of  the  St  Germain  bill,  to  assure 
that  savings  institutions  helped  by  federal  loan  guarantees  to  stave  off  collapse  do 
in  fact  earmark  half  of  new  deposits  for  mortgages  at  reasonable  interest  rates.  He 
said  the  institutions  should  be  allowed  to  use  up  to  25  percent  of  net  new  deposits  to 
finance  rental  housing. 

All  of  these  approaches,  he  testified,  fiu*e  among  the  ''much-needed"  steps  that 
should  be  taken  to  deal  with  the  home  building  and  home  financing  crisis  which 
threatens  to  atrophy  our  housing  supply  and  to  lead  to  widespread  financial  insta- 
bility, greater  unemployment  and  prolongation  of  the  economic  recession." 

Chairman  Gonzalez.  It  is  our  great  privilege  to  have  the  very 
talented  and  very  successful  young  Ck)ngressman  who  has  quite  a 
backlog  of  experience  as  a  staff  assistant  in  the  Senate  before  he 
became  a  Member  of  of  the  House.  We  welcome  Congressman 
Norman  Dicks,  and  thank  him  for  taking  this  time  to  appear  this 
morning. 

STATEMENT  OF  HON.  NORMAN  D.  DICKS,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  WASHINGTON 

Mr.  Dicks.  Mr.  Chairman,  I  am  deeply  honored  to  be  here  today 
to  present  testimony  before  this  very  important  subcommittee. 
Thank  you  for  allowing  me  this  opportunity  to  appear  before  you 
to  discuss  the  slump  in  housing  production  and  sales  as  it  relates  to 
my  State  of  Washington  and  the  Nation. 

We  are  facing  a  crisis  in  the  housing  industry,  and  must  act  soon 
to  provide  a  stimulus  to  this  key  link  in  the  economy  if  we  wish  to 
prevent  greater  unemployment  and  a  deeper  recession. 
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Housing  production  is  at  its  lowest  point  in  40  years.  Yet  it  has 
been  housing  which  has  led  the  Nation  out  of  recession  in  the  past. 
Given  the  state  of  the  industry  at  present,  however,  I  doubt  it  will 
be  able  to  serve  that  function  without  a  stimulus. 

In  my  State  of  Washington,  unemployment  in  the  forest  products 
and  timber  industries  now  tops  30  percent,  according  to  the  Wash- 
ington State  Department  of  Commerce  and  Economic  Development. 
Nationally,  unemployment  in  these  industries  is  nearing  20  per- 
cent. In  construction,  it  is  at  least  18  percent. 

The  repercussions  of  a  slimip  in  housing  make  themselves  felt 
not  only  in  the  lumber  industiy,  but  in  the  appliance,  insulation, 
roofing,  contracting,  and  plumbmg  industries.  A  decline  in  housing 
affects  the  small  businessman  and  the  large  corporation.  Its  impact 
is  felt  throughout  the  economy. 

But  just  as  a  decline  in  housing  construction  and  sales  has  a 
widespread  impact,  a  recovery  in  these  industries  could  trigger  im- 
provement and  growth  in  a  broad  spectrum  of  businesses.  That  is 
why  I  feel  it  is  so  important  to  give  a  push  to  housing  now — to 
bottom  out  the  recession,  and  get  the  Nation  back  on  an  even  eco- 
nomic keel. 

In  1981,  less  than  1.1  million  housing  starts  were  recorded.  That 
is  a  45  percent  decline  from  the  years  1977-78,  when  2  million 
units  were  started.  The  National  Association  of  Home  Builders  esti- 
mates an  annual  need  for  2  million  starts.  The  current  housing 
shortfall  exceeds  1.8  million  units,  and  is  expected  to  worsen. 

High  interest  rates  are  largely  to  blame  for  the  slump  in  hous- 
ing. I  was  privileged  to  attenathe  field  hearings  this  subcommittee 
sponsored  m  Seattle  last  summer,  and  heard  from  many  builders 
at  that  time  about  the  effect  of  tight  money  on  their  businesses. 
Rates  have  not  declined  dramatically  since  that  time.  As  a  result, 
many  of  the  businesses  we  heard  from  that  day  are  now  bankrupt 
or  barely  scraping  by. 

Nationally,  686  construction  companies  failed  in  the  first  quarter 
of  1981.  The  previous  cyclical  peak  was  in  the  second  quarter  of 
1975,  when  some  660  companies  failed.  During  the  peak  construc- 
tion period  last  year,  8  percent  fewer  construction  workers  were 
employed  than  in  the  summer  of  1979.  And  the  average  workweek 
for  those  employees  has  declined  from  38  hours  in  1979  to  36  hours 
in  1981. 

The  impact  on  Washington  State  has  been  severe.  Unemploy- 
ment in  my  State  now  tops  13  percent.  In  manv  of  the  lumber 
counties,  it  exceeds  30  percent.  Fifty  percent  of  the  real  estate  li- 
censees are  now  inactive.  Real  estate  sales  in  1981  were  off  25  to  35 
percent  in  most  areas  as  compared  to  1980.  Out  of  270  sawmills  in 
Washington  State,  100  are  closed  or  working  curtailed  shifts. 

In  1981,  the  total  value  of  new  building  contracts  declined  10  per- 
cent from  the  previous  year.  Remember — 1980  was  also  a  recession 
year.  Over  the  past  2  years,  the  total  value  has  fallen  nearly  30 
percent.  Permits  for  housing  starts  in  Washigton  State  fell  24  per- 
cent from  the  1980  level,  and  more  than  50  percent  from  1979. 

Housing  construction  has  been  particularly  depressed  by  high  in- 
terest rates.  Though  half  of  the  Nation's  families  could  afford  to 
buy  a  modest  home  in  1963,  today  less  than  15  percent  could  afford 
that  same  home.  And  the  difference  is  felt  in  the  cost  of  money. 
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The  market  has  adjusted  to  an  extent  through  the  development  of 
new  financing  mechanisms. 

In  the  Seattle  area,  for  example,  the  Washington  State  realtors 
tell  me  that  over  70  percent  of  all  sales  of  single-family  homes  in- 
volve some  form  of  seller  financing.  But  we  can  only  expect  cre- 
ative financing  to  take  us  so  far.  The  Congress  has  to  provide  a 
stimulus  to  get  the  industry  back  on  its  feet.  And  I  think  many  of 
us  here  today  agree  that  such  a  program  would  be  well  worth  the 
original  outlays  we  would  have  to  make  to  enact  it. 

The  impact  of  a  strong  housing  industry  would  be  felt  in  in- 
creased employment  and  increased  revenues  at  every  level  of  gov- 
ernment. These  factors  are  the  keys  to  our  economic  recovery— jobs 
and  revenues.  Even  the  administration's  own  economic  advisers 
have  admitted  that  there  can  be  no  sustained  economic  recovery 
without  a  recovery  in  the  housing  sector. 

Mr.  Chairman,  I  know  you  have  introduced  legislation  to  reauth- 
orize the  Nation's  housing  programs.  I  salute  you  for  dealing  with 
the  need  to  stimulate  homeownership  for  middle-income  Americans 
as  well  as  continuing  the  traditional  programs  for  low-income  fami- 
lies. 

I  have  some  suggestions  for  changes  in  the  program  you  have  in- 
troduced which  I  hope  the  subcommittee  will  consider.  I  have  spon- 
sored a  bill,  along  with  Congressman  Swift,  H.R.  5943,  which  builds 
on  your  basic  premise  but,  by  limiting  the  subsidy  amount  and  du- 
ration, doubles  the  number  of  families  who  could  be  helped  imme- 
diately. 

I  have  also  included  language  to  make  help  available  for  families 
who  wish  to  buy  an  existing,  rather  than  a  new,  house.  These  are 
the  basic  differences.  I  hope  the  subcommittee  will  consider  the 
many  different  options  available  during  its  review  of  a  housing 
support  program.  But  most  of  all,  Mr.  Chairman,  I  hope  the  sub- 
committee will  act  quickly  to  provide  some  help  to  the  struggling 
industry.  I  pledge  my  assistance  in  this  fight,  and  look  forward  to 
working  with  all  of  you  to  restore  the  economy  through  a  housing 
stimulus  package. 

And  finally,  Mr.  Chairman,  a  housing  bill  could  serve  as  a  key 
countercyclical  device  to  stimulate  the  economy.  In  the  context  of  a 
new  budget,  a  housing  stimulus  bill  could  help  to  bottom  out  the 
recession  and  start  the  economy  on  the  road  to  recovery.  If  you 
want  to  reduce  the  deficit,  put  the  American  people  back  to  work. 
Every  time  unemployment  is  reduced  1  percent,  we  gain  $20  billion 
in  revenue  and  save  $5  billion  on  benefits  to  the  unemployed. 

In  the  State  of  Washington,  such  a  bill  is  desperately  needed. 

I  would  also  like  to  add  just  as  a  footnote  that  as  a  member  of 
the  House  Appropriations  Committee,  I  am  deeply  concerned  about 
the  recommendations  in  the  budget.  I  know  this  committee  is,  too, 
for  substantial  reductions  in  the  authority  of  GNMA  have  been 
proposed.  I  think  that  reducing  the  level  of  authority  for  GNMA 
would  be  another  devastating  mistake  made  by  this  administration 
in  the  area  of  housing,  particularly  when  it  has  little  or  no  budg- 
etary consequences. 

So  I  hope  we  can  work  together  in  making  certain  that  the  Ap- 
propriations Committee  does  not  approve  the  proposed  1982  rescis- 
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sions  £md  opposes  Draconian  cuts  in  that  authority  in  fiscal  year 
1983. 

I  appreciate  the  chance  to  testify  here  today. 

[The  text  of  H.R.  5943  follows:] 
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1  mortgagees  or  other  lenders  holding  mortgages,  loans, 

2  or  advances  of  credit  which  meet  the  requirements  of 

3  this  subsection/'; 

4  (2)  by  striking  out  "September  30,  1982,  or  at 

5  such  earlier  date"  in  the  last  sentence  and  all  that  fol- 

6  lows  in  such  sentence  through  "no  longer  present,'' 

7  and  inserting  in  lieu  thereof  "September  30,  1983,"; 

8  and 

9  (3)  by  adding  the  following  new  sentence  at  the 

10  end  thereof:  "In  addition  to  the  contracts  authorized  in 

11  subsection  (h)(1),  the  Secretary  shall,  to  the  extent  ap- 

12  proved   in    appropriation    Acts,    enter   into    contracts 

13  under  this  subsection;  the  aggregate  amount  paid  per 

14  annum  pursuant  to  such  contracts  shall  not  exceed 

15  $600,000,000,  and  the  aggregate  amount  which  may 

16  be  obligated  over  the  duration  of  such  contracts  may 

17  not  exceed  $3,000,000,000.". 

18  (b)  Section  235(q)(4)  of  such  Act  is  amended — 

19  (1)  by  striking  out  "25  per  centum"  and  all  that 

20  follows  in  subparagraph  (A)  and  inserting  in  lieu  there- 

21  of  "30  per  centum  of  the  mortgagor's  income;  or";  and 

22  (2)  by  striking  out  "at  the  rate  of  at  least  9V2  per 

23  centum  per  annum"  in  subparagraph  (B)  and  inserting 

24  in  lieu  thereof  "at  a  rate  four  percentage  points  below 


Digitized  by  CjOOQIC 


2135 


3 

1  the  rate  applicable  to  mortgages  insured  under  such 

2  section-  203(b)". 

3  (c)  Section  235(qK5)  of  such  Act  is  amended — 

4  (1)  by  striking  out  "25  per  centum"  and  all  that 

5  follows  in  subparagraph  (A)  and  inserting  in  lieu  there- 

6  of  "30  per  centum  of  the  manufactured  homeowner's 

7  income;  or";  and 

8  (2)  by  striking  out  "determined  by  the  Secretary", 

9  and  all  that  follows  in  subparagraph  (B)  and  inserting 

10  in  lieu  thereof  "which  is  four  percentage  points  below 

11  the  rate  applicable  to  loans  or  advances  under  such 

12  section  2." 

13  (d)  Section  235(qK10)  of  such  Act  is  amended — 

14  (1)  by  inserting  the  following  before  the  semicolon 

15  at  the  end  of  subparagraph  (A):  ",  or  in  the  case  of  an 

16  individual  unit  in  a  condominium  or  cooperative  proj- 

17  ect,  be  a  &8t  lien  or  first  mortgage  described  in  section 

18  203(nK2KA)  or  234(b)"; 

19  (2)  by  inserting  ",  except  as  provided  in  para- 

20  graph  (18)/'  after  "which"  the  first  time  it  appears  in 

21  subparagraph  (C); 

22  (3)  by  striking  out  "82"  in  subparagraph  (D)  and 

23  inserting  in  lieu  therecrf  "100";  and 

24  (4)  by  inserting  the  following  before  the  semicolon 

25  at  the  end  of  subparagraph  (D):  "or  in  the  case  of  an 
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1  individual  unit  in  a  condominium  project,  which  does 

2  not  exceed  100  per  centum  of  the  applicable  maximum 

3  principal  obligation  of  a  mortgage  which  may  be  in- 

4  sured  in  the  area  pursuant  to  section  234(c)". 

5  (e)  Section  235(q)(13)  of  such  Act  is  amended  to  read  as 

6  follows: 

7  "(13)  The  Secretary  shall  allocate  the  amount  available 

8  to  carry  out  this  subsection  among  the  States  on  the  basis  of 

9  a  formula  so  that — 

10  ''(A)  one-third  of  such  amount  is  allocated  on  the 

11  basis  of  the  ratio  of  the  population  of  each  State  to  the 

12  population  of  all  States; 

13  ''(B)  one-third  of  such  amount  is  allocated  on  the 

14  basis  of  the  ratio  of  the  decline  of  one-  to  four-family 

15  housing  starts,  measured  from  1978  to  1981,  of  each 

16  State  to  such  decline  for  all  States;  and 

17  "(C)  one-third  of  such  amount  is  allocated  on  the 

18  basis  of  the  ratio  of  each  State's  unemployment  rate 

19  for  the  most  recent  month  prior  to  the  allocation  to  the 

20  unemplojrment  rate  for  all  States  for  such  month/' 

21  (0  Section  235(q)(14)  of  such  Act  is  amended  by  adding 

22  the  following  new  sentence  at  the  end  thereof:  "All  funds 

23  received  from  recaptures  under  this  subsection  shall  be  uti- 

24  lized  in  accordance  with  paragraph  (16).". 
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1  (g)  Section  235(q)  of  such  Act  is  amended  by  adding  the 

2  following  new  paragraphs  at  the  end  thereof: 

3  ''(16KA)  There  is  hereby  created  a  fund  to  be  used  in 

4  accordance  with  this  paragraph.  There  shall  be  deposited  into 

5  such  fund  all  amounts  recaptured  pursuant  to  paragraph  (14). 

6  ''(B)  Such  fund  shall  be  utflized,  to  the  extent  approved 

7  in  appropriation  Acts,  for  the  purpose  of  making  pajrments 

8  pursuant  to  contracts  described  in  paragraph  (17)(B). 

9  ''(C>  Money  in  the  fund  not  needed  for  current  oper- 

10  ations  shall  be  invested  in  direct  obligations  of  the  United 

1 1  States  or  obligations  guaranteed  by  the  United  States. 

12  "niXA;  Except  as  provided  in  subparagraph  (B),  pay- 

13  ments  on  behalf  of  any  mortgagor  under  this  subsection  may 

14  not  exceed  5  years. 

15  '*IB>  In  the  caje  of  any  mortgagor  m-ho,  as  determined 

16  by  the  Secretary,  is  anaWe  to  assume  full  payments  recpiired 
IT  by  the  mmtgage  after  5  years  of  receiving  asiristance  under 
1^  this  HibseirriofL  the  Secretary  fhall  enter  into  a  contract  to 
19  provide  wctinneii  assistance  to  the  rnrjrtgagor  mui^  thii  mh- 
2f}  seetson  by  itzEzmg  xhe.  frnui  described  m  paragraph  d^i^A;, 

21  "^il^t  Of  die  tocal  aaymnt  ^  ^AaastXamtf:  xrnaUM^:  render 

22  titts  fobseetiiMu  dK  Seer^tarr  ihaJ!  make  30  per  eeritiim 

23  avaiiaUe  widi  n»peet  u^  mfiTLgagi^  teenre^  W  exiitinf  'vn^- 

24  :©  iwr-amilT  iireilnuEi. 
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1  "(19)  The  Secretary  shall  make  allocations  and  begin  to 

2  issue  commitments  pursuant  to  this  subsection  not  later  than 

3  30  days  after  the  enactment  of  legislation  appropriating  funds 

4  to  carry  out  this  subsection." 


Digitized  by  CjOOQIC 


2139 


Chairman  Gonzalez.  Thank  you  very  much.  Congressman.  We 
want  to  thank  you  for  your  role  on  the  Appropriations  Committee 
and  what  you  have  done  in  the  past. 

I  think  also  the  record  should  show  that  the  Congressman  has 
been  extremely  productive  and  helpful  as  a  member  of  the  Demo- 
cratic Housing  Task  Force.  And  his  suggestions  certainly  are  very, 
very  seriously  considered. 

And  it  just  remains  for  me  to  point  out,  Congresnnan,  that  we 
i^^ireciated  your  particular  suggestions  and  we  are  aware  of  your 
bill  The  only  thing  is  that  what  we  try  to  come  up  with  after  much 
consideratkm  and  discussion  with  the  Buc^^  Committee,  above  all, 
repres^its  pretty  much  the  basic  suggestions  you  are  making  We 
thought  we  would  come  up  with  just  about  as  near  bottom  Ime  as 
we  could  get  and  sdU  satisfy  the  budget  resteictions. 

But  given  the  nature  of  the  President's  messsage  reported  in  this 
New  York  Times  article  I  have  ofiEered  for  the  record,  our  fi|^  aP 
timatdy  will  have  to  come  around  cm  your  levtri  cm  the  Appropri- 
atsons  Committee.  But  your  help  is  invaluaMe  and  we  are  deqpfy 
grateful,  and  your  bill  certainly  has  been  and  will  continue  to  be 
ccxisidered. 

Mr.  DiCSSu  Well,  Mr.  Chairman,  I  have  been  invirfved  with  that 
process  for  13  years,  partly  as  a  Senate  sta£Eer  as  you  mentioned,  I 
am  more  worried  aixxit  getting  a  bill  out.  I  will  trust  this  commit' 
tee's  caipertiae  and  judgment  ^oot  the  details. 

There  is  a  hemorrha^  going  on  out  diere  in  the  economy.  The 
only  way  we  are  going  to  stop  that  hemorrha^  is  to  do  something 
to  stop  this  recession  firom  going  farther  downhilL 

And  in  the  context  of  an  adjusted  budget  that  takes  care  of  those 
ootyear  dpfirits,  which  we  haire  got  to  do,  it  seems  to  me  totally 
appropriate  to  have  a  housing  bill  emanating  firom  thi»  committee 
to  put  a  floor  under  this  receasion. 

I  see  my  good  firiend,  Mr.  St  Germain,  he  has  some  very  impor- 
tant responghiBtipff  in  tins  area  as  weU  as  it  relates  to  tbewawiog$ 
and  loan  industry.  Becanse,  I  will  tell  you,  we  cannot  risk  a  Gnsoh 
oal  panic  in  this  country,  either.  I  tfamk  that  could  happen  if  we 
do  not  have  an  effort  here  in  housing  and  in  the  aavin0i  and  looo 
industry  to  restore  some  stability  and  some  confidence. 

What  I  am  sensing  and  I  think  oar  State  is  a  little  ahead  of  the 
natiflfial  trend  becjitMe  our  mwmiilujment  rate  is  hkher — we  are 
mikiiig  out  there.  We  are  mking  We  are  still  pxng  cummidSL  This 
iwpwiinn  has  not  hottomed  oat,  I  heard  Mr.  Greenspan  this  moni' 
iagon  natiofial  teitwmkm  filing  that  there  are  no  sigM  of  asy  eD> 
Domic  lemiei  *  and  there  would  not  be  qgtil  the  budget  imi^lot/UiJL 
I  am  very  worried  aboA  the  scniaiiott  thas  we  find  ourseh^es  in. 

And  I  firaok^  beiieie  that  this  faoosiiig  lepriarioc  is  dnprnteiy 
needed  right  now  lo  he^  reman:  eamamsc  amfidentt  m  tUs  axa^ 
tiy- 

Sd  I  apprcciattr  das  CO 
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cookie  says  you  will  get  great  wealth  in  a  few  months.  But  it  does 
not  tell  you  the  particulars. 

How  many  months?  Or  the  amount? 

Mr.  Dicks.  I  am  afraid  when  you  open  this  Chinese  fortune 
cookie,  that  there  would  not  be  an3rthing  inside,  there  is  not  any 
message. 

Chairman  Gonzalez.  Just  the  bare  cookie. 

Mr.  Stanton? 

Mr.  Stanton.  Well,  I  hope  the  cookie  does  not  crumble.  I  do  ap- 
preciate your  testimony,  and  I  apologize  for  being  late.  You  certcdn- 
ly  were  right.  We  do  have  msgor  problems  and  it  is  up  to  this  com- 
mittee to  address  many  of  them. 

I  appreciate  that  you  are  not  only  concerned  because  of  the  con- 
stituents you  have  in  the  Far  West,  but  as  a  national  legislator. 

Mr.  Dicks.  I  think  this  program  C£m  help  solve  a  national  prob- 
lem. I  think  that  something  here,  modest  as  it  is,  and  with  the  re- 
capture provisions  and  trying  to  recognize  the  impact  on  the 
budget  and  outlays  which  we  all  have  to  do — I  think  what  is  being 
considered  here  is  a  well  targeted  plan,  and  one  which  could  have  a 
very  positive  consequence,  in  the  near  term. 

That  is  when  this  confidence  needs  to  be  restored,  in  my  view.  I 
think  it  helps  the  entire  country.  We  are  hoping  it  will  help  us  a 
little,  too,  in  the  Northwest,  as  my  good  friend  from  Washington 
knows,  Mr.  Lowry. 

Chairman  Gonzalez.  Thank  you,  Mr.  Stanton.  We  are  honored 
also  by  having  the  chairman  of  the  full  committee,  and  as  you 
know  he  took  the  whole  committee  over  to  your  State- — 

Mr.  Dicks.  We  appreciate  that,  too.  That  was  a  very  good  hearing 
out  there. 

Chairman  Gonzalez.  It  does  reflect  our  concern  of  conditions 
over  your  parts  of  the  country. 

Mr.  St  Germain.  Thank  you,  Mr.  Chairman. 

In  reference  to  that  hearing  in  Seattle,  I  would  like  to  recall  that 
we  had  some  very  outstanding  but  heart  rendering  testimony.  One 
that  struck  me  particularly  was  the  father  of  five  who  worked  in 
the  sawmill  and  had  been  unemployed  for  a  lengthy  period  of  time. 

His  unemployment  benefits  had  run  out.  And  he  stated  that  it 
was  rather  sad  that  he  could  not  buy  his  young  son  a  shirt  to  play 
basketball,  even  though  the  price  was  $6  or  $7. 

But  he  also  stated  to  the  committee  that  his  family  would  not 
starve  because  he  had  a  shotgun  and  some  shells  and  he  did  not 
care  if  he  was  arrested  if  he  had  to  poach,  but  he  would  feed  his 
family. 

You  know,  it  is  incredible. 

Mr.  Dicks.  That  says  it  all. 

Mr.  St  Germain.  That  people  have  to  be  relegated  to  such  a  sad 

situation.  And  this  man,  you  know  he  is  not  the  type  of  man  who 

fea     looking  at  the  want  ads  and  applying  for  jobs.  Quite  a  few  of 

t      witnesses  told  us  about  applying  for  jobs  in  want  ads  and  they 

get  there  at  1  o'clock  in  the  morning  to  be  at  the  personnel 

that  opened  at  8  o'clock  in  the  morning,  and  already  there 

a  few  hundred  people  in  line  for  two  or  three  jobs. 
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So  you  are  absolutely  correct  when  you  state  that  you  have  a 
fear  and  anxiety.  That  is  shared  by  many  of  us.  We  want  to  thank 
you  for  your  presentation. 

Incidentally,  I  think  it  is  on  the  third  page  you  referred  to  the 
fact  that  in  the  Seattle  area,  for  example,  your  realtors  tell  you 
that  over  70  percent  of  all  sales  involve  some  sort  of  seller  financ- 
ing. We  can  only  expect  creative  financing  to  take  us  so  far. 

There  is  a  danger  with  that  seller  financing.  When  the  balloon 
comes  due,  we  have  already  read  of  some  experiences  out  in  Cali- 
fornia that  are  tragic  and,  as  you  know,  the  realtors  have  been  in 
town  the  past  few  days  and  quite  a  few  have  come  through  my 
office. 

And  they  expressed  the  real  concern  about  seller  financing,  be- 
cause they  are  convinced  of  the  fact  that  when  those  balloons  come 
due,  a  lot  of  them  are  going  to  pop  and  the  situation  is  going  to, 
again,  border  on  the  tragic. 

I  think  that  perhaps  the  only  way  we  get  around  the  seller  fi- 
nancing problem  is  to  get  those  interest  rates  down. 

Mr.  Dicks.  That  is  right. 

Mr.  St  Germain.  And  also  to  save  the  thrift  industries  so  that 
they  are  up  there  as  providers  of  mortgage  credit.  You  made  refer- 
ence to  that  as  well  in  your  remarks  subsequent  to  your  written 
testimony,  and  I  agree  with  you.  We  are  considering  legislation  in 
conjunction  with  the  housing  bill  that  would  help  the  net  worth  of 
a  thrift  institution  as  well  as  other  small  commercial  banks  that 
are  heavily  involved  in  home  mortgage  financing. 

Mr.  Dicks.  I  think  it  is  a  dual  thing.  I  think  you  have  to  do  both 
or  this  is  not  going  to  work.  We  also  have  to  adjust  the  buget  to  get 
those  out-year  deficits  down  so  that  interest  rates  will  come  down. 

Mr.  St  Germain.  And  stay  down. 

Mr.  Dicks.  Yes. 

Mr.  St  Germain.  We  thank  you  for  your  assistance,  presentation 
and  your  continued  assistance. 

Mr.  Dicks.  Thank  you.  We  will  do  our  part  on  the  Appropriations 
Committee  to  try  to  help  whatever  you  do  here. 

Chairman  Gonzalez.  Mr.  McKinney. 

Mr.  McKinney.  I  appreciate  your  testimony.  I  will  tell  you 
though  I  am  from  the  Northeast,  that  several  of  your  major  em- 
ployers are  headquartered  in  my  district  and  in  Stamford,  Conn. 
Among  them,  Champion  International  and  Continental  Group. 
Champion  International,  I  believe,  in  your  State  and  in  the  West, 
have  laid  off  3,500  people.  They  are  throwing  people  out  of  their 
executive  headquarters  in  Stamford,  also,  so  it  does  not  affect  just 
your  area. 

One  of  the  things  I  have  a  great  deal  of  trouble  with  is  that  I 
cannot  convince  the  administration  that  all  one  has  to  do  is  to 
drive  down  Main  Street  in  any  town  in  the  United  States  and  after 
you  pass  the  grocery  store  and  perhaps  the  drug  store  and  maybe  a 
clothing  store,  there  is  a  lumber  yard,  there  is  a  pipefitter,  there  is 
an  electrician,  there  is  an  appliance  store,  there  is  a  car  dealer.  In 
fact,  the  two  industries  that  have  the  greatest  outflow  of  employ- 
ment and  impact,  housing' and  autos,  in  the  United  States  of  Amer- 
ica are  on  their  knees. 
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Something  has  to  be  done  about  it.  Recently  I  appeared  in  Wil- 
liamsburg in  front  of  the  Time  magazine  housing  conference.  I 
agreed  with  you  that  we  are  in  a  situation  where  we  need  immedi- 
ate stimulus.  Also  I  think  we  need  long-range  planning  and  better 
programs,  frankly. 

But,  what  do  we  do  right  now  has  become  a  msgor  problem.  I 
agree  with  you  that  we  should  compact  our  timing,  do  something 
as  quickly  as  possible.  I  also  suggest  to  you  that  if  you  can  have  the 
msgority  party  which  has  great  influence  around  here 

Mr.  Dicks.  I  would  not  go  too  far* 

Mr.  McKiNNEY  [continuing].  And  could  work  on  some  of  our 
friends  on  the  Ways  and  Means  Committee,  it  seems  to  me  that 
there  are  several  bills — I  happen  to  have  one  but  I  have  no  pride  of 
authorship — that  are  in  front  of  Ways  and  Means  which  could  give 
an  imme<Uate  tax  lift  to  building,  either  through  accelerated  depre- 
ciation for  multifamily  builders  or  through  some  sort  of  a  tax  relief 
for  the  home  buyer. 

I  do  not  suggest  we  tie  ourselves  into  these  programs  but  I  cer- 
tainly think  we  could  go  with  them  for  a  year.  If,  in  fact  we 
thought  that  a  year's  program  of  all-savers  certificates  was  of  value 
to  the  banks,  though  I  have  some  doubts  about  that,  maybe  we 
should  try  a  year's  tax  relief  to  get  the  hammers  fl)dng. 

Which  is,  in  essence,  all  it  takes.  Once  people  start  picking  up 
their  hammers  gain,  your  people  will  start  sawing  the  wood. 

Mr.  Dicks.  I  want  you  to  know  that  I  have  cosponsored  several 
bills  along  the  line  you  have  talked  about,  something  in  the  initial 
homeownership,  IRA  account.  I  agree  with  you,  that  that  could  be 
just  as  positive  in  many  respects. 

Mr.  McKiNNEY.  The  chairman  of  this  subcommittee,  the  full 
chairman,  and  I,  are  only  too  aware  of  HUD's  alacrity.  We  passed 
a  program  called  section  8  several  years  ago  that  is  now  haunting 
us.  So  I  can  assure  you  that  we  in  tne  authorization  committee  will 
try  to  do  all  that  we  can,  I  know  the  chairman  is  dedicated  to  this. 
I  do  not  think  it  will  give  us  as  speedy  relief  as  you  know  you  need 
and  I  think  we  need  all  across  this  country. 

Thank  you. 

Mr.  Dicks.  May  I  say  one  thing.  I  appreciate  the  gentleman's 
comments.  I  have  some  other  bad  news  as  well  since  you  come 
from  a  State  that  has  a  close  relationship  in  another  respect  with 
the  State  of  Washington.  That  is  the  Boeing  Co.,  with  the  757  and 
767,  are  facing  very  difficult  times  which  will  impact  the  sale  of  en- 
gines, which  I  am  sure  the  gentleman  knows  something  about. 

Mr.  McKiNNEY.  We  are  veiy  concerned.  It  is  only  a  $1  billion 
pa3rroll  in  the  State  of  Connecticut  for  making  jet  engines.  We  have 
already  laid  off  the  first  979  people  who  were  just  let  go  about  1 
month  ago. 

Mr.  Dicks.  Just  this  Friday  United  announced  that  they  will 
defer  an  order  for  twenty  757s  which  is  an  $800  million 'order  loss. 
This  comes  after  American  deferred  on  15  767's.  What  this  does  is, 
at  a  time  when  Boeing  is  paying  $150  million  a  month  in  finance 
costs  to  build  those  two  planes,  it  could  be  catastrophic  to  the  com- 
pany to  lose  these  major  orders. 

Why  are  the  airlines  not  ordering?  Because  nobody  is  traveling. 
:ause  interest  rates  are  so  high  and  their  earnings  are  so  low. 
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And,  what  is  important  to  this  committee,  because  the  administra- 
tion is  dramatically  reducing  the  money  for  the  Export-Import 
Bank.  And  another  thing  that  we  could  be  doing  as  part  of  a  coun- 
tercyclic€d  way  to  stimulate  the  economy,  is  to  have  that  Ezim 
Bank  there  in  a  position  to  help  finance  exports. 

Instead  we  are  contracting  there  as  well,  which  does  not  make 
any  sense  at  all  to  the  American  people  in  my  view.  It  is  going  to 
cost  us  tliousands  of  jobs,  in  your  State  and  in  my  State. 

Mr.  McKiNNET.  I  would  add  two  other  things.  Pratt-Whitney  has 
not  made  a  dime  on  a  conmiercial  engine.  La  fact  the^  have  lost 
money  on  every  commercial  engine  in  the  last  4  years  because  the 
Briti^  company  just  made  a  pdicy  that  the  Rolls  Royce  people 
will  build  all  of  our  engines.  The  Rolls  Royce  will  set  the  price. 
They  will  finance  anjrbody  that  has  a  Rolls  Royce  engine. 

I  know  this  is  not  housing  but  it  all  reflects  on  the  same  thing. 

Mr.  Dicks.  It  all  reflects  on  the  economic  malaise  we  are  facing. 
This  conmiittee  will  be  critical  to  restoring  confidence. 

Chairman  Gonzalez.  Mr.  Lowry. 

Mr.  LowRT.  I  do  not  want  to  take  long,  but  I  just  want  to  compli- 
ment my  colleague  from  the  State  of  Washington  on  an  excellent 
statement  and  remind  the  committee  that  Norm  has  been  woridng 
on  this  housing  problem  for  as  long  as  I  can  remember.  This  is  not 
testimcmy  you  are  making  now.  Norm,  just  simply  pause  of  the  sit- 
uation we  are  in.  I  want  to  compliment  you  for  continuing  cm  that. 

I  do  not  want  to  add  to  all  of  the  bad  news,  but,  I  just  want  to 
point  out  that  the  13  percent  countered  unemployment  rate  in  the 
State  of  Washington  today  is  before  the  Boeing  law  ofGce. 

Mr.  Dicks.  That  is  right.  That  is  coming  next. 

lir.  LowRT.  In  1970  and  1971,  Mr.  Chairman,  when  the  famous 
billboard  that  made  the  front  page  of  national  magazine  said, 
'^ould  the  last  person  leaving  Seattle  please  turn  out  the  lights,'" 
our  unemplo3rment  rate  was  10.4  percent.  It  is  now  13  percent  and 
the  situatioii  of  the  commercial  airlines  has  not  yet  started  hitting 
what  is  gmng  to  happm  cm  the  lajring  of& 

In  many  areas  we  are  in  a  depreasion^  not  just  a  reoessiofL  There 
are  government  reqxmsibilities.  There  are  times  when  it  is  time 
for  the  Govemment  to  step  forward  and  say  we  do  need  to  do 
diingB  about  this.  And  hoorang  stimulus,  I  agree  with  you  and  all 
of  the  other  members  of  this  distingoiriied  committee,  who  have 
said  that  housing  stimulus  can  lead  us  out  of  this  very  bad  situa- 
tkm  as  a  nation  that  we  are  in. 

One  other  just  small  point  while  you  are  here,  while  we  are  talk- 
iag  primarify  about  private  ownerdnp,  sngie  family  ownership 
and  so  on  and  the  importanoe  of  thaL 

Of  course  diere  is  puUic  housing.  And  we  do  have  the  1982  fine- 
line  that  approved  housing,  puUic  boosing  units  ready  to  go  at  tnis 
time  that  would,  I  think,  get  into  the  job  market  reU^ively  rapidly. 

Of  coarse,  on  the  Apptopiiation  Committee 

Mr.  DUB.  We  put  that  biD  out. 

Mr.  LowKT.  Too  have  been  working  on  that  b  that  op  toda^? 

Mr.  Dkxs.  That  will  be  on  the  floor  tod^,  we  reported  that  oot, 
if  we  0el  a  mle  from  the  Boles  Gommittee.  lliat  b«n  has  been  z^ 
piowjii  bytfae  fiiH  mmntittye  and  is  in  the  Roles  Coounittee. 
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Mr.  LowRY.  You  got  the  rule  yesterday,  I  lost  on  another  rule 
but  you  got  that  one.  I  would  just  encourage  some  active  support 
on  that  on  the  House  floor  today  because  that  C£ui  do  a  lot  for  us 
right  now. 

Thank  you,  Mr.  Chairman. 

Mr.  Dicks.  Thank  you  for  giving  us  so  much  time. 

Chairman  Gonzalez.  We  have  one  more. 

Mr.  Cojoie. 

Mr.  Coyne.  No  questions. 

Chairman  Gonzalez.  Thank  you. 

We  now  have  Mr.  David  O.  Maxwell,  Chairman  of  the  Board  of 
the  Federal  National  Mortgage  Association. 

Thank  you  very  much,  Mr.  Chairman.  We  appreciate  very  much 
the  fact  that  you  had  your  testimony  with  us  in  time  to  review. 
You  may  proceed  as  you  deem  best.  You  may  wish  to  offer  the  text 
of  your  written  presentation  for  the  record,  and  then  summarize, 
or  you  may  wish  to  stick  to  the  text. 

You  may  proceed  as  you  see  best. 

STATEMENT  OF  DAVID  O.  MAXWELL,  CHAIRMAN  OF  THE  BOARD, 
FEDERAL  NATIONAL  MORTGAGE  ASSOCIATION 

Mr.  Maxwell.  I  will  try  to  accommodate  the  subcommittee.  I 
know  you  have  a  busy  schedule  and  will  go  through  this  testimony 
as  quickly  as  I  can. 

My  name  is  David  O.  Maxwell  and  since  May  21,  1981,  I  have 
been  Chairman  of  the  Board  and  Chief  Executive  Officer  of  the 
Federal  National  Mortgage  Association.  This  is  my  first  appear- 
ance before  this  subcommittee  in  that  capacity. 

I  might  say,  Mr.  Chairman,  that  10  years  ago,  in  a  memorable 
year  for  all  of  us,  I  think  in  particular  for  you,  Mr.  Chairman,  and 
the  other  members  of  this  Subcommittee,  I  was  General  Counsel  of 
HUD  and  worked  closely  with  you  and  Chairman  Barrett  and  witii 
the  staff  of  this  subcommittee. 

That  was  a  year  in  which  we  had  2.5  million  housing  starts  in 
the  United  States.  So  the  atmosphere  was  very  different  at  that 
time.  Today  I  appreciate  the  opportunity  to  discuss  FNMA  and  the 
provisions  of  H.R.  5731,  the  proposed  Housing  and  Conmiunity  De- 
velopment Amendments  of  1982,  insofar  as  they  affect  FNMA. 

I  would  like  to  cover  three  major  points:  the  function,  impor- 
tance and  problems  of  the  secondary  mortgage  market  in  general 
and  FNMA  in  particular;  some  of  our  innovative  approaches  to 
cope  with  these  problems  and  those  of  the  housing  industry;  and 
then  some  specific  comments  on  the  sections  of  H.R.  5731  that  di- 
rectly affect  FNMA. 

I  do  not  think  I  need  to  tell  you,  Mr.  Chairman,  the  chairman  of 
the  full  committee,  or  the  other  members  that  this  is  a  very  propi- 
tious time  for  these  hearings.  The  housing  industry  is  near  col- 
lapse. Scores  of  savings  and  loans  have  been  merged  to  avoid  fail- 
ures. Homebuilders  are  going  out  of  business  and  construction 
workers  are  out  of  jobs. 

^  Unless  the  situation  improves,  the  dream  of  young  Americans 
they  can  someday  live  in  a  home  of  their  own  will  be  just  that. 
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a  dream.  This  subcommittee  has  a  long  and  distinguished  history  of 
seeking  and  finding  ways  to  make  that  dream  a  r^ity. 

The  keys  to  the  housing  problem  are  financing  and  affordability. 
And  as  far  as  financing  is  concerned,  it  is  FNMA's  job  to  attract 
much  of  the  mone^  that  goes  into  housing.  And  to  do  it  as  efficient- 
ly as  possible.  With  the  help  of  this  subcommittee,  the  Congress 
and  o&er  s^;ments  of  the  housing  industry,  we  intend  to  do  that 
job. 

Now,  as  you  know,  the  Federal  National  Mortgage  Association, 
known  as  ^NMA,  began  in  1938  as  a  subsidiarv  of  the  Reconstruc- 
tion Finance  Corporation,  chartered  l>y  the  Federal  Housing  Ad- 
ministrator. After  several  reorganizations.  President  Lyndon  John- 
son proposed  in  1968  that  FNMA  become  a  private  corporation. 
The  Congress  created  both  FNMA  and  the  Government  National 
Mortgage  Association,  GNMA,  which  is  a  part  of  HUD. 

As  a  private  corporaticm,  FNMA  is  listed  on  the  New  York  Stock 
Exchange  and  is  supervised  in  certain  respects  by  the  Secretary  of 
Housing  and  Urban  Development  and  the  Secretary  of  the  Treas- 
ury. We  have  a  15-person  Board  of  Directors  of  which  10  are  elect- 
ed by  the  29,000  holders  of  our  59  million  shares  of  stock,  and  the 
remaining  5  are  appointed  by  the  President. 

When  we  became  private  we  paid  the  U.S.  Treasury  $216  million 
for  the  stodL  the  Government  held  and  for  the  Government's  riiare 
of  retained  earnings.  For  most  of  our  existence,  we  have  cferated 
at  a  profit  We  have  paid  $950  millicm  in  Federal  taxes  smce  we 
became  private,  and  we  made  payments  in  lieu  of  taxes  between 
1954  and  1968,  when  we  were  owiied  in  part  by  the  Federal  Gov- 
ernment. 

Our  purpose  is  to  provide  assistance,  liouidity  and  stabilitv  to  the 
home  mortgage  maricet  We  operate  in  the  seocmdary  market.  We 
purchase  mortgages  frcHn  financial  institutions  such  as  mortgage 
bankers,  savings  and  loan  associaticHis  and  commercial  and  savings 
banks  and  thus  provide  them  money  to  lend  people  to  buy  homes. 

We  have  obtained  our  own  money  to  buy  those  mortgages  iargelj 
through  short  and  medium  term  borrowing. 

Our  service  as  a  financial  intermediary  improves  the  efficiency 
of  the  housing  finance  market,  thus  permitting  houring  to  compete 
with  odm-  capital  needs  for  investment  draars.  For  years  we 
raised  the  money  to  buy  mortgages  by  borrowing  short  term  at  in- 
terest rates  that  were  traditionaily  lower  than  long  term  mortgage 
rates. 

Smce  1978  this  has  been  reversed.  Shctt  term  interest  rates  have 
generaDy  been  higher  than  long  term  interest  rates.  Furthermore, 
overaD  interest  rates  have  cliznbed  to  unprecedented  levels.  As  a 
resnit,  the  rates  FNMA  has  had  to  pay  to  roU  mer  iU  debt  have 
tar  ewrerfed  the  returns  on  the  mortgages  in  the  portfolio. 

Today,  FNMA  hoUk  $S2  bilHon  in  mortgages,  I  of  every  20  home 
lees  in  America.  Two-thirds  of  these  are  FHA  and  V  A  mort- 
of  which  S35  billioo  are  m>^4saniij  morts^iges  wrth  3ai 
^  oatstanding  balance  of  123,425, 

I  wDoU  like  to  emphane  that  point  Mr.  Chairman.  FNMA  has 

pfUfidiug  a  market  (or  FHA  and  VA  mortgages  which  other- 

"  not  haie  been  sold.  Therefore,  they  would  not  hd»v« 

Widioat  FNMA  those  people  would  nothmmM^O^ 
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financing  to  buy  homes,  because  when  FHA  and  VA  mortgages 
could  not  be  put  into  GNMA  pools,  FNMA  was  there  to  buy  them. 
That  is  how  we  accumulated  most  of  that  $41  billion  portfolio. 

These  mortgages  are  assumable  and  they  usually  remain  on  our 
books  for  the  entire  life  of  the  mortgage,  or  30  years. 

The  average  outstanding  balance  of  the  conventional  mortgages 
that  we  have  purchased  is  $42,905.  Some  $15.5  billion  of  FNMA's 
mortgage  portfolio  yields  less  than  8.5  percent.  Some  $6  billion  of 
our  mortgages  yield  7  percent  or  less. 

We  have  $59  billion  in  debt  outstanding.  Much  of  that  debt  is 
held  by  savings  and  loan  associations  and  banks.  The  spread  be- 
tween the  average  return  on  FNMA's  mortgages  and  the  average 
costs  of  its  debt  turned  negative  in  January  1980  and  is  now  a  neg- 
ative 1.43  percent.  As  a  result,  our  net  loss  after  taxes  in  1981  was 
more  than  $190  million. 

FNMA's  ability  to  take  immediate  action  to  help  remedy  the 
problem  it  faces  is  limited.  During  periods  of  tight  credit,  some  pri- 
vate companies  can  postpone  their  borrowing,  but  we  cannot.  We 
have  to  borrow  to  refinance  the  debt  that  supports  our  mortgage 
portfolio  and  to  acquire  more  funds  to  channel  to  the  mortgage 
bankers,  savings  and  loan  associations,  and  savings  and  commer- 
cial banks  that  are  still  making  mortgages. 

Our  borrowing  in  June  1981,  my  first  full  month  as  FNMA's 
chief  executive  officer,  dramatically  illustrates  our  quandary.  We 
had  to  pay  14.6  percent  to  roll  over  long-term  debt  that  had  cost 
7.76  percent.  So  we  almost  doubled  our  interest  pasrments  on  that 
debt.  In  the  same  month  we  had  to  pay  17.39  percent  to  roll  over 
$3.6  billion  in  short-term  debt,  with  a  prior  average  cost  of  16.5  per- 
cent. 

So  just  those  debt  rollovers  in  June  1981,  added  about  $100  mil- 
lion to  our  annual  interest  costs. 

Now,  the  traditional  way  we  have  done  business  made  us  espe- 
cially vulnerable  in  this  era  of  high  interest  rates.  At  the  same 
time,  however,  it  is  importent  to  remember  that  by  doing  business 
that  way,  and  by  buying  so  many  FHA  and  VA  mortgages,  FNMA 
has  been  C€UT3ring  out  its  congressional  mandate.  And  we  are  a  key 
to  maintaining  a  steble  flow  of  mone^  into  the  mortgage  sector. 

I  do  not  need  to  tell  this  subcommittee  that  the  housing  industry 
is  extremely  vulnerable  to  high  interest  rates.  As  Congressman 
Dicks  pointed  out,  it  is  not  lust  the  housing  industry,  it  is  all  of  the 
things  that  depend  on  the  housing  industry,  the  lumber  producers, 
plumbers,  and  the  rest  who  are  completely  at  the  mercy  of  what  is 
happening  in  housing. 

Our  mortgage  purchases  have,  in  the  past,  during  our  history  as 
private  corporation,  helped  many  times  to  cushion  the  downturns 
in  the  housing  market. 

During  the  troubled  months  of  1981,  dispite  our  own  problems, 
we  committed  to  purchase  $9.3  billion  in  mortgages.  We  purchased 
$6.1  billion  of  newly  originated  mortgages  in  1981  and  $2.3  billion 
of  these  mortgages  were  FHA/VA.  Of  the  $6.1  billion,  we  bought 
$5.1  billion  after  I  became  chairman  in  May. 

1  is  total  of  $5.1  billion  included  $1.7  billion  of  FHA/VA  mort- 
i  \y  bought  at  a  time  when  other  investors  had  withdrawn  from 
secongary  market  and  GNMA  volumes  decreased. 
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The  average  balance  of  all  the  single-family  mortgages  we  pur- 
chased in  1981  was  $49,457.  I  think  it  is  just  to  say  that  at  many 
times  during  1981  we  were  the  only  game  in  town  in  the  secondary 
market. 

The  next  section  of  mv  testimony  is  entitled  'Innovations  in 
FNMA  Operations."  I  will  skip  over  this,  Mr.  Chairman,  except  to 
say  that  we  have  endeavored  to  help  ourselves  while  we  are  help- 
ing housing.  We  have  influence  over  the  asset  side  of  our  balance 
sheet.  We  have  been  endeavoring  to  buy  assets— just  as  we  bought 
the  $6.1  billion  of  mortgages  during  1981— which  will  enable  us  to 
offset  these  terrible  losses  that  we  are  suffering  and  at  the  same 
time  give  real  support  to  the  mortgage  market. 

I  invite  the  subcommittee's  attention  particularly  to  the  discus- 
sion on  pages  7,  8,  and  9  of  my  prepared  statement  regarding  our 
mortgage  backed  securities  program.  This  could  be  the  most  impor- 
tant innovation  in  housing  since  the  FHA  loan  came  along.  These 
securities  are  a  divice  for  channeling  money  from  the  pension 
funds  safely  into  the  housing  market.  And  we  are  well  along  with 
their  development. 

We  have  addressed  the  affordability  question  by  purchasing 
mortgages  involving  buydowns.  These  are  mortgages  for  which  the 
builder  buys  down  the  interest  rate  to  enable  the  buyer  to  pur- 
chase the  house.  We  have  done  that  with  adjustable  rate  mort- 
gages; we  have  done  it  with  graduated  payment  mortgages. 

We  have  tried  to  help  the  housing  market  in  every  way  we  can. 
In  the  multifamily  field,  as  it  says  at  the  top  of  page  10  of  my  pre- 
pared statement,  we  have  another  program  which  we  initiated  in 
the  city  of  Atlanta.  There  we  pledged  our  FNMA-owned  FHA  mort- 

Sges  to  purchasers  of  an  issue  of  tax  exempt  mortgage  revenue 
nds.  The  proceeds  of  those  bonds  will  be  used  to  buUd  and  im- 
prove low-  and  moderate-income  multifamily  housing  in  the  city  of 
Atlanta.  The  income  limit  for  the  renters  in  those  multifamily  proj- 
ects is  $38,000  and  20  percent  of  the  renters  must  have  incomes 
that  do  not  exceed  80  percent  of  the  median  income  in  the  Atlanta 
area.  This  is  another  way  in  which  we  are  trying  to  aid  housing. 

Despite  these  efforts,  FNMA  will  continue  to  face  financial  prob- 
lems for  the  immediate  future  because  there  are  two  factors 
beyond  our  control.  The  first  is  our  portfolio.  We  are  burdened  by 
$41  billion  of  mortgages  that  yield  less  than  10  percent.  And  the 
second  is  that  the  interest  rates  that  dictate  what  we  have  to  pay 
to  borrow  are  out  of  our  control  as  well.  Those  interest  rates  simply 
must  come  down  in  order  to  enable  us  to  continue  our  pr 
and,  of  course,  to  enable  the  housing  industry  and  the  savii 
loan  business  to  revive. 

Let  me  turn  if  I  may  to  the  provisions  of  H.R.  5731  tl 
FNMA.  I  want  to  emphasize  that  the  reduction  of  our  nei;> 
caused  by  our  losses  increases  our  debt  to  equity  ratio,  or 
When  our  leverage  goes  up,  our  borrowing  costs  go  up.  Vi 
borrowing  costs  go  up,  we  have  to  require  higher  interest  n 
the  mortgages  we  buy.  That,  in  turn,  is  passed  on  the  t 
buyers. 

So  it  is  very  important  for  FNMA  to  be  j        ^ 
by  acquireing  as  many  high  yielding  i         i 
must  do  this  in  order  to  maintain  our      i 
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for  FHA/VA  mortgages.  That  strategy  is  really  the  key  to  our  pres- 
ent viability. 

H.R.  5731  would  restrict  FNMA's  authority  to  purchase  second 
mortgages  from  savings  and  loan  associations  and  other  primary 
lenders.  Currently  under  its  charter  FNMA  has  the  authority  to 
purchase  either  first  or  second  mortgages  or  the  sum  of  both,  in  an 
amount  up  to  the  statutory  ceiling,  $107,000  for  a  single-family 
home. 

The  proposed  legislation  would  limit  FNMA*s  authority  to  pur- 
chase second  mortgages  to  $40,000  for  a  single-family  home  and 
$60,000  for  a  two-family  home.  It  would  also  prohibit  FNMA  from 
purchasing  second  mortgages  unless  the  individual  or  family  used 
the  funds  acquired  through  the  second  mortgage  to  improve  the 
mortgaged  home  or  buy  the  mortgaged  home. 

These  provisions  stem  from  an  understandable  concern  that 
FNMA's  second  mortgage  activities  might  somehow  be  inconsistent 
with  its  congressional  mandate  to  help  provide  adequate  housing 
for  low-  and  moderate-income  families. 

But  quite  the  contrary,  I  believe  that  our  actions  are  not  only 
consistent  with  our  charter,  but  are  essential  if  FNMA  is  to  fulfill 
its  overall  congressional  mandate  to  provide  a  secondary  market 
for  housing  in  America,  including  low-  and  moderate-income  hous- 
ing. 

Our  program  of  purchasing  second  mortgages  helps  the  housing 
market,  is  attractive  to  homeowners  and  savings  and  loan  associ- 
ations and  provides  FNMA  with  a  source  of  funds  to  narrow  the 
adverse  spreads  that  have  produced  our  current  losses. 

We  have  now  purchased  second  mortgages  totaling  approximate- 
ly $249  million.  The  average  amount  of  these  second  mortgages  has 
been  $20,600.  The  average  net  yield  they  produce  for  FNMA  is  17.5 
percent. 

Now  while  the  average  mortgage  amount  has  been  far  below  the 
proposed  H.R.  5731  limit,  some  individual  second  mortgage  pur- 
chases have  exceeded  those  limits.  This  is  particularly  true  in  the 
Western  and  Southwestern  regions  of  the  United  States  and  in 
some  cities  like  Washington,  D.C.,  where  housing  prices  have  in- 
creased sharply  over  the  past  decade. 

The  increased  home  prices  in  these  areas  leave  a  wide  gap  be- 
tween the  current  market  value  of  the  house  and  the  unpaid  bal- 
ance of  an  existing  first  mortgage  with  a  low  interest  rate. 

Buyers  of  these  houses  naturally  wish  to  assume  the  low  interest 
rate  first  mortgages.  The  opportunity  to  do  so  is  often  the  only  way 
they  can  afford  to  buy  the  house.  So  in  such  circumstances,  it  is 
imperative  that  savings  and  loan  associations  and  other  primary 
lenders  be  able  to  provide  substantial  second  mortgages  to  home 
buyers.  The  continued  capacity  of  primary  lenders  to  do  this  often 
depends  on  FNMA's  ability  to  purchase  those  second  mortgages  in 
the  secondary  market. 

There  are  no  limits  on  the  sizes  of  second  mortgages  that  savings 
and  loan  associations  can  make.  It  makes  sense  for  FNMA  to  be  in 
the  same  position  so  it  can  provide  a  secondary  market  for  such 
loans. 

^  also  believe  that  this  subcommittee  should  not  require  that 
>ney  from  second  mortgages  be  used  only  to  improve  or  buy 
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homes  in  order  that  such  mortgages  be  eligible  for  purchase  by 
FNMA  in  the  secondary  market.  No  such  restriction  limits  savings 
and  loan  association  and  other  primary  lenders  and  F74MA  should 
be  in  a  position  to  support  them. 

There  are  other  strong  public  policy  arguments  that  suppcHt  our 
position.  For  FNMA  to  restrict  every  American  homeowner  whose 
second  mortgage  it  holds  to  use  the  fimds  from  that  mortgage  for 
home  improvements  or  a  home  purchase,  would  require  a  bureauc- 
racy. We  would  need  auditors  and  accountants  to  make  sure  that 
the  money  was  used  to  fix  the  roof,  rather  than  send  a  son  or 
daughter  to  medical  school,  pay  for  a  sick  mother,  or  help  a  small 
businessman  in  a  recession. 

More  important  than  that,  is  it  fair  to  the  American  citizens  who 
have  put  their  life  savings  in  their  homes,  to  prevent  them  from 
taking  advantage  of  this  investment  by  using  it  to  send  a  talented 
child  through  college  or,  after  retirement,  to  take  a  vacation  the 
family  had  planned  during  their  working  years? 

Tlie  cost  of  policing  this  restriction  will  ultimately  be  borne  by 
the  American  homeowner.  The  restriction  itself  could  have  the  un- 
intended result  of  discouraging  some  Americans  from  investing  in 
their  own  homes  since  it  would  mean  that  their  savings  would  ac- 
cumulate in  an  equity  they  could  not  use. 

So  we  provide  liquidity  to  lenders,  help  for  the  beleaguered 
hcmieowners  and  aid  to  hard-pressed  citizens  with  our  second  mort- 
gage program  and  I  urge  you  to  eliminate  the  second  mortgage  pro- 
visions in  H.R  5731. 

Tl^  other  section  that  pertains  to  FNMA  in  this  bill  would  not 
permit  us  to  buy  a  participation  interest  in  a  conventional  first 
mortgage  where  the  total  amount  of  the  mortgage  exceeded  the 
stalutury  limit,  currently  S107,000  for  a  single  family  home.  I  be- 
lieve that  this  provision  stems  in  part  from  the  subcommittee's  con- 
cern— and  a  justified  concern — that  we  continue  to  devote  our  ef- 
fafts  to  the  low-  and  moderate-income  segment  of  the  housing 
market. 

Our  pomtioii  has  be^i  that  the  existing  Oiarter  Act  gives  us  the 
authofity  to  purchase  a  portion  of  a  mortgage  up  to  the  ceiling  of 
$107,000,  even  thou^  the  mortgage  total  may  exceed  that  amount. 
The  soboommittee's  staff  attorneys  disagree  with  that.  They  believe 
that  the  Charter  Act  limits  the  total  size  of  the  mortgage  to 
$107,000,  vdiether  we  purchase  it  on  a  participation  basis  or  a 
wbcie  loan  basis. 

It  is  interesting  that  we  have  purchased  26,000  participations  in 
mortgages  since  we  began  our  program  last  year  and  our  quick 
dieck  in  (Reparation  for  this  testimony  indicated  that  only  37  of 
those  26,000  are  participations  in  mortgages  where  the  total  mort- 
gage amount  exo^ds  $107,000. 

Since  there  is  an  honest  difference  of  opinion,  out  of  respect  for 
th»  sobcommittee  and  its  staff  FNMA  will  not  purchase  participa- 
tion interests  in  conventional  first  mortgages  where  the  total  mort- 
gage amount  exceeds  the  statutory  limit  of  $107,000  for  a  single- 
family  house,  until  the  Congress  has  acted  or  has  declined  to  act  on 
this  matter. 

We  should  not  be  distracted  from  the  importance  of  tl 
and  its  sound  baas  as  public  policy.  I  urge  this  subc  r 
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consider  our  arguments  in  terms  of  FNMA's  congressional  man- 
date, to  support  all  housing  in  America,  including  low-  and  moder- 
ate-income housing. 

Here  again,  the  H.R.  5731  restriction  unreadistically  inhibits 
FNMA's  activities  in  certain  sections  of  the  country.  It  places  a  re- 
striction on  FNMA  that  Congress  has  not  imposed  on  savings  and 
loan  associations  and  other  primary  lenders,  thereby  inhibiting 
FNMA's  ability  to  support  these  lenders.  It  would  keep  FNMA  out 
of  a  market  that  can  provide  funds  to  strenghten  its  capacity  to 
support  low-  and  moderate-income  housing,  and  to  continue  to  pur- 
chase FHA  and  VA  loans. 

We  urge  the  committee  to  provide  maximum  flexibility  to 
FNMA,  to  permit  FNMA's  activities  in  the  secondary  market  to 
mirror  the  activities  of  the  savings  and  loan  associations  and  other 
primary  lenders.  To  achieve  that  objective  the  legislation  should 
lift  the  mortgage  limits  completely. 

We  are  subject  to  the  statutory  mandate  to  support  housing  and 
to  make  mortgage  purchases  related  to  the  national  goal  of  provid- 
ing adequate  housing  for  low-  and  moderate-income  families.  We 
believe  we  can  best  fulfill  that  mandate  if  we  have  flexibility,  par- 
ticularly in  such  a  rapidly  changing  financial  world.  It  is  the  func- 
tion of  the  Congress  to  impose  such  a  mandate  on  FNMA. 

I  would  hope,  Mr.  Chairman,  that  you  would  agree  that  it  is  not 
appropriate  for  the  Congress  to  try  to  set  limits  of  $40,000  or 
$60,000  or  $107,000  or  $127,000.  Those  limits  are  truly  a  function  of 
the  market  and  the  desires  and  needs  of  the  American  home  buyer 
and  are  best  set  by  them. 

The  housing  industry  is  at  the  heart  of  the  economy  in  this  coun- 
try. I  know  how  concerned  both  the  chairman  of  the  full  committee 
and  the  chairman  of  this  subcommittee  are  with  the  situation  of 
the  savings  and  loan  institutions  and  the  housing  industry. 

As  to  the  secondary  market,  FNMA  feels  that  at  an  appropriate 
time  the  committee  will  want  to  look  at  the  whole  operation  of  the 
secondary  market  and  the  Federal  role  in  that  market.  We  intend 
to  aid  those  deliberations  by  sponsoring  a  national  conference  on 
the  secondary  mortgage  market  later  this  year.  We  hope  you,  Mr. 
Chairman,  your  colleagues  on  the  committee  and  your  able  staff 
will  participate  in  this  effort. 

I  am  very  grateful  for  the  opportunity  to  appear  here  this  morn- 
ing. I  will  be  glad  to  answer  any  questions. 

[Mr.  Maxwell's  prepared  statement,  on  behalf  of  the  Federal  Na- 
tional Mortgage  Association,  follows:] 
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failure.  Homebuilders  are  going  out  of  business  and  construction 
workers  are  out  of  jobs.   Unless  the  situation  improves,  the 
dream  of  young  Americans  that  they  can  someday  live  in  a  home 
of  their  own  will  be  Just  that,  a  dream.   This  Committee 
has  a  long  and  distinguished  history  of  seeking  and  finding 
ways  to  make  that  dream  a  reality. 

The  keys  to  the  housing  problem  in  America  are  financing 
and  affordability.   Our  nation  has  the  capacity  to  produce 
building  materials,  ample  land  on  which  to  build,  gifted 
architects  and  experienced  craftsmen,  and  millions  of  families 
who  seek  housing  they  can  afford.   The  most  expensive  part  of 
an  American  house  today  is  the  cost  of  the  money  needed  to 
build  and  buy  it.   It  is  FNMA's  job  to  attract  much  of  that 
money  to  housing,  as  efficiently  as  possible.   With  the  help 
of  this  Committee,  the  Congress,  and  the  other  segments  of 
the  housing  industry,  we  intend  to  do  that  job.   For  financing 
housing  is  what  the  Congress  chartered  FNMA  to  do;  it's  what 
we're  all  about. 

The  Federal  National  Mortgage  Association 

The  Federal  National  Mortgage  Association  —  also  known  as 
FNMA  or  Fannie  Mae  —  began  in  1938  as  a  subsidiary  of  the 
Reconstruction  Finance  Corporation,  chartered  by  the  Federal 
Housing  Administrator.   After  several  reorganizations,  the 
Congress  in  1968  separated  FNMA  into  two  distinct  organizations: 
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FNMA  and  the  Govenaent  farionail  9ken^i^  te«)«xlarxoB  (OBt^  or 
Ginnie  Mae).      nUA  bf  r lar  a  prijwsg  cxgypr^rijg.,   limr^  db  iiitf: 
New  York  Stock  Katrhangc  and  aiiperri^ac  ix  cerxaiaD  rcayascts  by 
the  Secretaries  of  fionalng  mad  lirns  I<gi^l[i;iM'  n*^,  and  Treaaury. 
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share  of  retalxied  earclD^.     39814^  9ifgs:Bfa6i>sj  saraac  as-r::^'r:.r::Mas 
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FNMA's  service  as  a  financial  intermediary  improves  the 
efficiency  of  the  housing  finance  market,  thus  permitting 
housing  to  compete  with  other  capital  needs  for  investment 
dollars.   Its  operations  transform  mortgages  from  small,  illiquid 
and  local  investments  into  corporate  paper  which  attracts  money 
to  housing.   The  national  scope  of  FNM/.'s  operations  has 
increased  the  flow  of  mortgage  funds  among  geographic  regions 
of  the  nation.   FNMA  has  also  worked  with  GNMA  to  increase  the 
availability  of  low  and  moderate  income  housing,  with  little  or 
no  impact  on  the  federal  budget. 

For  years,  FNMA  raised  the  money  to  buy  mortgages  by 
borrowing  short-term  at  interest  rates  that  were  traditionally 
lower  than  the  long-term  mortgage  rates.   Since  1978,  this 
situation  has  been  reversed:   short-terr.  interest  rates  have 
generally  been  higher  than  long-term  interest  rates.   Furthermore, 
overall  interest  rates  have  climbed  to  unprecedented  levels. 
As  a  result,  the  rates  FNMA  has  had  to  pay  to  roll  over  its 
debt  have  far  exceeded  the  returns  on  the  mortgages  in  FNMA's 
portfolio. 

Today,  FNMA  holds  $62  billion  in  mortgages  —  one  of  every 
20  home  mortgages  in  America.   Two- thirds  of  these,  some  $41 
billion,  are  FHA  and  VA  mortgages.   Of  these,  $35  billion  are 
single-family  mortgages,  and  their  average  outstanding  balance 
is  $23,425.   The  average  outstanding  balance  of  conventional 
mortgages  that  FNMA  holds  is  $42,905.   Some  $16.5  billion  of 
FNMA's  mortgage  portfolio  yields  less  than  8-1/2  percent. 

FNMA  has  $59  billion  in  debt  outstanding.   Much  of  that 
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debt   is  held  by  sa vingg  and  1i»d  aa«s>rlari.flt&s  axkd  banka«     Tbe 
spread  between  the  average  retiim  oc  ?Hfi&.*s  ssrt^ages  anfi  rbe 
average  cost  of  its  6eibt  -turned  -xH^s^rli^  ixi  Mannar j  19BD  an^ 
is  now  a  negative  1  .43  percent..     Jtf  a  re^rlt ,    cmr  net  after 
tax   loss   in  1961    was  vore  thaxi  £"91  slUlDt. 

FNMA's  ability  to  take    It  f^f  rite  actlnr  tr  belp  remedy  tiie 
problen  it  faces  is  linited.     Imrlnf  period  of  tight  credit 
soae  private  cospanles  can  jw>atppne  nprmv^z^  net II  interest 
rates  fall,  but  WKUt  cannot.      It  msmt  vtvcrTvm  tnr^  t&  reflnaxice 
the  debt  that  supports   its  vortga^  ps>rt^li.:.«   anc  ts  acqcire 
■ore  funds  to  tdiannel  to  tite  mortga^  iamiBers.   s^vln^  and  loan 
associations,  and  aarings  and   i  r—i      :a1  xumiia.      ^Sdct  Cnarter 
Act  explicitly  requires  that  IVHfc^  pnrrfraae  aetrt^^^es  *^vit±lx 
the  range  of  varket  prioes*'  asc  mat  JHSfe  *'s»pcrat^9ns  anould 
be  fully  self  supporting..  **  Ifuite  9xwq:^j.y,  -aantx,  tse   woncreas 
chartered  tWBA  in  1§M  and  aanoat^ed  tnact  it  aasi^t  nsaftlaig  ny 
building  a  strong  sf  rnnii^.jr  aort^a^e  -maettJin,  iw  one  caBtteaT^latasd 
the  high  intereat  rate  concititms  tnat  fiaope  -f^s.mi.v^jtoL  aijxse 
1978. 

Onr  borrowing  ix  Jikk  of  'S^  ,  wj  firat  fi.ll  aont£  as 
nH&*s  Ckief  ExecutitPe  tffficer,  dtr  iTi*:i.caHy  il.l3iatrates  our 
quandary.     He  had  to  pay  '^.i  percent  tt  rell  over  long^tjera 
debt  that  had  coat  T.76  percent,  alaoat  ^cRc^liaig  aae^  ^stereat 
payaeuta  on  that  tleJDC.      Is  t»e  %9mtt  aootr.  «e  tkad  ts*  pay  '7.3lr 
percent  to  roll  owe*'  S3«4  pill^oc  i£  ahort'term  oent  ac;.tx.  a 
prior  average  coat  of  'i.5  persect.      fleafc's  ri.H«»wers   ix  .:2b:* 
19P    added  aore  tsar  S'CC  dllior  tc  our  annoal   ^.^ot^ir^iat  ^i^srts. 
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FNMA's  traditional  way  of  doing  business  made  it  especially 
vulnerable  in  this  era  of  high  interest  rates.   Under  its  free- 
market  auction  system,  FNMA  made  firm  commitments  for  either 
four  or  twelve  months  to  buy  mortgages  at  set  yields.   The 
lenders  holding  the  FNMA  commitment  could  at  any  time  during 
the  period  elect  whether  they  wanted  to  deliver  their  mortgages. 
Lenders  used  FNMA  commitments  to  hedge  against  interest  rate 
increases.   They  sold  mortgages  to  FNMA  when  interest  rates 
went  up.   If  interest  rates  stayed  steady  or  decreased,  lenders 
could  shop  around  for  a  better  price  for  their  mortgages. 

FNMA  became  the  interest  rate  insurer  because  it  was 
perceived  during  the  1970's  as  the  purchaser  of  last  resort. 
FNMA  was  expected  to  purchase  mortgages  when  no  one  else  was 
willing  or  able  to  do  so,  and  it  did  just  that.  As  a  result, 
FNMA  purchased  a  large  volume  of  mortgages  at  relatively  l^w 
yields  during  periods  of  rising  interest  rates  and  tight  credit. 
It  received  few  mortgages  for  purchase  when  interest  rates  were 
declining  and  credit  was  easily  available. 

FNMA  is  a  key  to  maintaining  a  stable  flow  of  money  into 
the  mortgage  sector.   The  housing  industry  is  extremely  vulnerable 
to  high  interest  rates.   During  periods  of  credit  shortages  and 
high  interest  rates,  housing  construction  declines,  building 
tradesmen  are  unemployed,  and  many  Americans  are  unable  to  buy 
homes.   In  the  past,  FNMA*s  extensive  mortgage  purchases  during 
these  periods  have  helped  prevent  a  collapse  in  housing. 
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and  other  primary  market  lenders  for  this  purpose.   FNMA 
guarantees  timely  payments  of  principal  and  interest  to  investors 
in  these  securities.   The  term  of  the  securities  varies  depending 
on  investor  preferences;  the  lives  of  the  mortgages  behind  the 
securities  are  matched  appropriately. 

Mortgage-backed  securities  are  advantageous  for  all 
involved.   For  the  thrifts  and  others  who  originate  mortgages, 
the  mortgage-backed  security  offers  an  alternative  to  borrowing 
short  in  order  to  lend  long.   That  means  less  risk  from  volatile 
interest  rates.   It  also  provides  increased  liquidity.   Indeed, 
the  first  $5.5  billion  of  these  securities  issued  by  FNMA  were 
backed  by  low-yielding  mortgages  FNMA  acquired  from  thrifts* 
portfolios,  giving  these  lenders  liquidity  when  they  most 
needed  it.   These  primary  lenders  will  continue  to  make  money 
by  originating  mortgages  and  will  receive  a  steady  stream  of 
income  from  FNMA  for  servicing  the  mortgages  in  the  pools. 

The  mortgage-backed  security  is  also  attractive  from  an 
investor's  standpoint.   It  provides  a  reliable  return  from 
real  estate,  packaged  in  a  security  form  familiar  to  capital 
markets.   Investors  do  not  need  real  estate  expertise  to  buy 
these  securities  and  can  sell  them  if  necessary.   FNMA's  standards 
and  its  full  guarantee  assure  a  regular,  secure  return.   FNMA*s 
mortgage-backed  security  provides  a  key  to  attracting  money 
from  pension  funds  to  housing.   For  example,  FNMA's  conventional 
mortgage-backed  security  is  being  used  by  the  Maryland  State 
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Retirement  Systea  to  fund  hose  aortgages  in  Maryland*  Loyola 
Federal  Savings  and  Loan  of  Baltiaore  will  iaaue  $20  aillion 
in  sortgagea,  alaoat  all  for  new  hones  in  Maryland.   It  will 
exchange  these  sortgages  for  $20  aillion  of  the  FNMA  conventional 
■or t gage -backed  securities,  which  the  Retirement  System  has 
agreed  to  purchase.   1  am  confident  that  the  Maryland  fund  is 
only  the  first  of  many  state  pension  funds  that  will  turn  to 
these  FHMA  securities  as  the  means  of  using  their  resources  to 
provide  housing  and  jobs  for  our  citizens. 

Finally,  the  mortgage -backed  security  is  important  for 
FlMA's  financial  health.   PniA  is  paid  a  small  fee  by  lenders 
who  pool  mortgages  that  back  the  securities.   FHMA  also  gets  a 
small  percentage  difference  between  the  return  on  the  mortgages 
and  the  payout  on  the  security.   And  FHMA  is  not  expomed  to 
the  refunding  risk  associated  with  borrowing  short  to  boy 
long. 

FIMA  has  tried  to  addreBm  the   Important  affordability 
issue  by  purchasing  mortgages  iovolviag  buydowns  and  pledged 
accounts.  Ue  hasre  virtually  completed  design  of  a  mortgage 
that  combines  the  attractive  features  of  graduated  payment 
msMd   nSf^j  ^ft^^l'^  rate  mortgages,  tfe  have  opened  our  portfolio 
to  purchase  of  mortgages  Involviog  l^- .;  ^i:'- -r-^-:  boosing  Mad 
leased  land  —  cmo  other  approaches  to  housing  affordability. 

FSIA  has  sought  ways  to  use  Its  existing  mortgage  port' 
folia  to  fond  homslng  mad   Improve  ocx  financial  posltlixi*  As 
a  result,  we  haive  arranged  to  pledge  the  cash  flow  from  a 
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pool  of  FNMA-owned  FHA  nortgages  to  purchasers  of  an  issue 
of  tax-exempt  mbrtgage  revenue  bonds,  whose  proceeds  will  be 
used  to  build  and  improve  low  and  moderate  income  multi -family 
housing  in  Atlanta,  Georgia.  We  hope  this  will  be  the  prototype 
for  similar  arrangements  elsewhere. 

These  are  some  of  the  ways  that  FNMA  has  sought  to  be 
an  innovative  and  substantial  force  in  housing  during  the 
past  year.  We  are  proud  of  our  record  and  our  results. 

We  have  demonstrated  ^hat  we  can  improve  the  asset  side 
of  our  balance  sheet.   During  1981  FNMA  lifted  the  average 
return  on  its  portfolio  from  9.24  to  9.85  percent.   For  the 
last  two  quarters  of  that  year  we  bought  mortgages  with  returns 
higher  than  our  debt  costs.   Furthermore,  two  of  our  innovations, 
conventional  mortgage-backed  securities  and  adjustable  rate 
mortgages,  will  permit  us  over  time  to  better  match  our  assets 
to  our  liabilities.   But  there  are  limits  to  what  we  can  do  by 
ourselves. 

Despite  these  efforts,  FNMA  will  continue  to  face  financial 
problems  for  the  immediate  future  because  of  two  factors  beyond 
our  control.  We  cannot  control  the  interest  rates  we  must  pay 
on  our  debt.   The  economy  dictates  that  side  of  our  balance 
sheet.   In  addition,  FNMA's  portfolio  is  burdened  by  $41  billion 
of  mortgages  that  yield  less  than  ten  percent.   Many  of  these 
are  assumable  FHA/VA  mortgages  acquired  over  the  years.   These 
mortgages  are  not  being  paid  off;  they  will  continue  to  drag 
down  earnings  for  years.   We  can  partially  offset  these  problems 
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by  acquiring  high  yielding  assets.   If  ve  do  nQt,  FNMA's  losses 
will  continue  to  reduce  its  net  worth  and  Increase  its  debt- 
to-equity  ratio,  or  leverage.  When  our  leverage  goes  up,  so 
do  our  borrowing  costs.  Higher  borrowing  costs  for  FNMA  translate 
into  higher  i  ortgage  rates  for  hoaebuyers.  Therefore,  to  keep 
our  rates  down  and  to  aalntaln  our  ability  to  hold  and  purchase 
FHA/VA  Bortgages,  we  need  aore  higher  yielding  assets.   This 
strategy  Is  a  key  to  our  present  viability. 

H.R.  5731 


Let  me   turn  to  the  provisions  of  H.R.  5731  that  would 
apply  to  FNMA. 

H.  R.  5731  would  restrict  FNMA's  authority  to  purchase 
second  Bortgajes  fron  savings  and  loan  associations  and  other 
prlaary  lenders.   Currently,  under  Its  charter  FNMA  has  the 
authority  to  purchase  either  first  or  second  mortgages ,  or  the 
SUB  of  both.  In  an  aaount  up  to  the  statutory  celling  — 
$107,000  for  a  single  f sally  hone. 

The  proposed  legislation  would  Halt  FNMA's  authority 
to  purchase  second  mortgages  to  $40,000  for  a  single  f sally 
hoae  and  $60,000  for  a  two-faally  hone.   It  would  also  prohibit 
FNMA  fron  purchasing  second  aortgages  unless  the  Individual 
or  faally  used  the  funds  acquired  through  the  second  aortgage 
to  laprove  or  buy  the  aortgaged  hoae. 
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These  provisions  stem  from  a  concern  that  FNMA's  second 
mortgage  activities  are  somehow  inconsistent  with  that  portion 
of  its  Congressional  mandate  to  help  provide  adequate  housing 
for  low  and  moderate  income  families.   Quite  the  contrary,  I 
believe  that  our  actions  are  not  only  consistent  with  our 
Charter,  but  are  essential  if  FNMA  is  to  fulfill  its  overall 
Congressional  mandate  to  provide  a  secondary  market  for  housing 
in  America,  including  low  and  moderate  income  housing. 

Our  program  of  purchasing  second  mortgages  helps  the 
housing  market,  is  attractive  to  home  owners  and  savings  and 
loan  associations,  and  provides  FNMA  with  a  source  of  funds  to 
narrow  the  adverse  spreads  that  have  produced  our  current 
losses. 

INMA  has  purchased  second  mortgages  totaling  approximately 
$249  million.   The  average  mortgage  amount  has  been  $20,600; 
the  average  net  yield  to  FNMA  is  17.05  percent.   While  the 
average  amount  has  been  far  below  the  proposed  H.  R.  5731 
limits,  some  individual  second  mortgage  purchases  have  exceeded 
those  limits.   This  is  particularly  true  in  the  western  and 
southwestern  regions  of  the  United  States,  and  in  some  cities, 
like  Washington,  D.C. ,  where  housing  prices  have  increased 
sharply  over  the  past  decade.   The  increased  home  prices  in 
these  areas  leave  a  wide  gap  between  the  unpaid  balance  of  an 
existing  first  mortgage,  which  has  a  low  interest  rate  and  is 
usually  assumable,  and  the  current  market  value  of  the  house. 
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Buyers  of  these  houses  naturally  wish  to  assume  the  low  interest 
rate  first  mortgage;  indeed,  the  opportunity  to  do  so  is  often 
the  only  way  they  can  afford  to  buy  the  house.   In  such  circum- 
stances, it  is  imperative  for  savings  and  loan  associations 
and  other  primary  lenders  to  be  able  to  provide  substantial 
second  mortgages  to  home  buyers.   The  continued  capacity  of 
primary  lenders  to  do  this  often  depends  on  FNMA's  ability  to 
purchase  those  second  mortgages  in  the  secondary  market. 
There  are  no  limits  on  the  size  of  second  mortgages  savings 
and  loan  associations  can  make,  and  it  makes  sense  for  FNMA  to 
be  in  the  same  position  in  the  secondary  market  for  such  loans. 

We  also  believe  that  this  Committee  should  not  require  that 
money  from  second  mortgages  be  used  to  improve  or  buy  homes  in 
order  to  make  sich  mortgages  eligible  for  purchase  by  FNMA  in 
the  secondary  market.  Here,  too,  no  such  restriction  limits 
savings  and  loan  associations  and  other  primary  lenders,  and 
FNMA  should  be  in  a  position  to  support  them. 

Other  strong  public  policy  arguments  support  our  position. 
For  FNMA  to  try  to  restrict  every  American  homeowner  whose 
second  mortgage  it  holds  to  use  the  funds  from  that  mortgage 
only  for  home  improvements  or  a  home  purchase  would  require  a  • 
bureaucracy  of  enormous  proportions.   We  would  need  auditors, 
accountants,  investigators,  and  a  host  of  additional  personnel 
to  make  sure  that  the  money  was  used  to  fix  the  roof,  rather 
than  send  a  son  or  daughter  to  medical  school,  pay  for  a  sick 
■other  in  a  nursing  home,  or  help  a  small  businessman  through 
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a  recession.  How  would  we  trace  the  funds?  Even  if  the 
Congress  wanted  FNMA  or  the  primary  lender  to  establish  suph 
a  bureaucratic  apparatus,  is  it  fair  to  the  American  citizen 
who  has  put  his  life  savings  in  his  home,  not  to  be  able  to 
take  advantage  of  this  investment  to  send  a  talented  child 
through  college,  or  after  retirement  just  take  a  vacation 
the  family  had  planned  during  their  working  years? 

The  cost  of  policing  this  restriction  will  ultimately 
be  borne  by  the  American  homeowner.   The  restriction  itself 
could  have  the  unintended  result  of  discouraging  some  Americans 
from  investing  in  their  own  homes  If  their  savings  were  to 
accumulate  in  an  equity  they  could  not  use. 

In  short,  FNMA*s  unrestricted  ability  to  purchase  second 
mortgages  provides  needei  liquidity  to  lenders,  help  for 
beleagured  homeowners  in  selling  homes,  and  aid  to  hard- 
pressed  citizens  whose  savings  are  tied  up  in  their  homes. 
It  preserves  the  attraction  of  home  ownership  by  making  sure 
it  is  not  a  straightjacket,  and  it  helps  FNMA  get  higher 
yielding  assets  so  it  can  meet  its  responsibilities. 
1,  therefore,  urge  the  Committee  to  eliminate  the  second 
mortgage  provision  of  H.R.  5731  . 

The  proposed  bill  has  ahother  section  which  would  not 
permit  FNMA  to  buy  a  participation  in  a  conventional  first 
mortgage  where  the  tota'l  amount  of  the  mortgage  exceeded  the 
statutory  limit  --  $107,000  for  a  single-family  home.  In 
part  this  provision  stems  from  concerns  similar  to  those 
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that  pronpted  the  proposed  llBlta  on  FNMA's  purchase  of  second 
mortgages.   But  this  provision  is  also  sparked  by  a  disagreement 
among  the  Committee  staff  and  FNMA  lawyers. 

FNHA's  position  is  that  the  existing  charter  gives  it 
authority  to  purchase  a  share  of  a  mortgage  up  to  the  statutory 
ceiling  of  $107,000,  even  though  the  total  mortgage  may  exceed 
that  amount.   Committee  staff  attorneys  believe  that  the  existing 
charter  limits  FNMA  to  participating  In  portions  of  mortgages 
only  where  the  total  amount  of  the  mortgage  does  not  exceed 
$107,000  for  a  single-family  home. 

In  fact,  Mr.  Chairman,  FNMA  has  purchased  some 
26,000  participations  since  we  began  our  program  late  last 
year.   A  quick  check  In  preparation  for  my  testimony  indicates 
that  only  37  of  those  are  participations  In  mortgages  where  the 
total  mortgage  amount  exceeds  $10 ',000. 

Since  there  is  an  honest  difference  of  opinion,  however, 
oat  of  respect  for  this  committee  and  its  staff,  FNMA  will  not 
purchase  participations  on  conventional  first  mortgages  where 
the  total  amount  of  the  mortgage  exceeds  the  statutory  limit 
($107,000  for  a  single-family  bouse)  mtil  the  Congress  acts 
or  decllaea  to  act  on  this  matter,  'de   should  not  be  distracted 
from  the  laportazsce  of  this  program  and   Its  sound  basis  as 
public  policy.   I  urge  this  committee  to  consider  o-jr  arguments 
In  terms  of  FSKA's  Congress  Loral  mandate  to  support  all  noosing 
in  America,  Inclmdlcg  low  aad  moderate  Income   hcoslog. 

Sere  ai^ain,  the  3.2.  573T  restriction  unrealisticalij 
inhibits  FSKA's  actl-xity  in  certain  sections  of  the  country. 
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like  the  west  and  southwest,  and  in  certain  cities.   It  places 
a  restriction  on  FNMA  that  the  Congress  has  not  imposed  on 
savings  and  loan  associations  and  other  primary  lenders,  thereby 
inhibiting  FNMA's  ability  to  support  these  lenders.   It  would 
keep  FNMA  out  of  a  market  that  can  provide  funds  to  strengthen 
its  capacity  to  support  low  and  moderate  income  housing,  and 
to  continue  to  purchase  FHA  and  VA  loans. 

We  urge  the  Committee  to  provide  the  maximum  flexibility 
to  FNMA,  to  permit  FNMA's  activities  in  the  secondary  market 
to  mirror  the  activities  of  the  savings  and  loan  associations 
and  other  primary  lenders.   To  achieve  that  objective,  the 
legislation  should  lift  the  mortgage  purchase  limits  completely. 

FNMA  is  subject  to  the  statutory  mandate  to  support  housing 
and  to  make  mortgage  purchases  "related  to  the  national  goal 
of  providing  adequate  housing  for  low  and  i  oderate  income 
families  .  .  .  ."  We  believe  we  can  best  fulfill  that  mandate 
if  we  have  flexibility,  particularly  in  such  a  rapidly  changing 
financial  world.   It  is  the  function  of  the  Congress  to  impose 
that  mandate  on  FNMA.   I  would  hope,  Mr.  Chairman,  that  you 
would  agree  that  it  is  not  appropriate  for  the  Congress  to  try 
to  set  limits  of  $40,000  or  $60,000  or  $107,000  or  $127,000. 
Those  limits  are  truly  a  function  of  the  market  and  the  desires 
and  needs  of  the  American  homebuyer  and  are  best  set  by  them. 

The  housing  crisis  has  been  felt  throughout  our  economy 
--  affecting  buyers,  builders,  manuacturers  and  suppliers, 
realtors  and  mortgage  lenders.   It  has  left  the  housing  finance 
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system  in  disarray.  We  must  find  effective  temporary  tolutiont 
to  the  current  situation,  but  we  must  be  careful  not  to  make 
hasty  and  potentially  dangerous  long-term  decisions  in  the 
current  atmosphere  of  crisis.   FNMA  intends  later  this  year  to 
sponsor  a  national  conference  on  the  secondary  mortgage  market. 
We  are  hopeful  that  you,  Mr.  Chairman,  your  colleagues  on  the 
Committee,  and  your  able  staff  will  participate  in  this  effort* 

Mr.  Chairman,  I  deeply  appreciate  the  opportunity  you 
have  given  me  to  testify  before  this  Committee.   In  my  first 
year  as  head  of  FNMA,  I  have  brought  in  a  new  team.   We  are 
working  hard  to  fulfill  our  responsibilities  under  Che 
charter  from  the  Congress.   We  look  forward  to  working  with 
you  and  with  all  others  interested  in  an  America  where  every* 
one  who  wants  to  buy  his  own  home  can  afford  to  do  so. 

Chairman  Gonzalez.  Thank  you  very  much^  Mr.  Maxwell,  for  a 
tremendously  very  good  statement.  And  your  interest  and  time  to 
be  here  this  morning.  We  appreciate  your  invitation  for  a  future 
conference.  As  you  know,  at  this  point  on  that  particular  subject 
matter,  we  have  shared  jurisdiction  between  this  particular  sub* 
coomiittee  on  Housing  and  Community  Development  and  the  full 
committee  chairmen's  subcommittee  that  he  chairs — the  Finanical 
lustitution  Supervision,  Regulation  and  Insurance  Subcommittee. 
So  that  we  have  been  proceeding  jointly,  in  fact,  in  these  hearingi 
we  have  taken  in  his  emergency  bill  with  respect  to  the  thrift  insti' 
tntioDS  and,  in  fact,  that  is  what  is  really  current  before  us,  the 

tWOlHUs. 

Not  oobr  HJL  5731. 

But  I  am  deeply  gratefiiL  Also,  I  compliment  you  on  your  role  as 
chairman  and  the  innovative  approaches  that  you  have  used  and 
tlMHi^it  of  in  order  to  combat  these  rather  new  and  unprecedented 
(f—iMJiiMHWu  I  think  you  have  done  a  very  good  job. 

Mr.  Maxwell.  Thank  you,  Mr.  Chairman. 

Osainiian  Gosczalsz.  I  think  the  record  ought  to  reflect  that. 

I  Ssave  two  questioiiSu  You  briefly  described  in  ^oor  UnsiimfMW 
FXMA  s  new  conventional  marketrbacked  secontiai  pr^/fgrsan.  ft 
dbe  admrnwtfation  is  sncregsfiil  in  reducing  the  GNMA  maffcel^ 
iodiBBil  flecorities  program  to  ISM  biOiofi,  and  I  am  ^rsad  we  lun^ 
39  jMfti—ie  dbai  tbejr  will  be  sncreasfiil  the  way  the  pGtitiasA  mtUM^ 
tim  ik.  mtr  pnjiBctifaos  indirate  that  this  le^  wmM  tM  tm  mM^ 
aent  Sfi)  provide  the  npcrwmj  wearndsay  nuuket  «ippKM  for  m$r 
Hmm  FHA  aod  VA  pmgyauiSu 

IT  tdbe  CSiMA  ieiel  m  estabtirfwd  at  the  le^db  pmff^md  fcy  ttm 
jAuinimiiMkmkr  wM  FXMA  adopt  m  mGfnf»fpi>4xidkm  MMHL^ 
FHA  nongafle^  in  order  to  nseec  ^ 
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Mr.  Maxwell.  Mr.  Chairman,  on  the  GNMA  point,  GNMA  has 
been  a  tremendously  successful  program.  Over  $130  billion  of 
GNMA  securities  are  outstanding  and  they  have  financed  housing 
for  a  great  many  American  families.  The  issue  of  the  future  of 
GNMA,  I  think,  is  one  of  the  subjects  that  the  subcommittee  might 
want  to  address  in  a  thorough  hearing  later  in  the  year  or  early 
next  year  on  the  whole  shape  of  the  secondary  market  in  the 
future. 

If  the  level  which  is  in  fact  adopted  for  GNMA  is  inadequate  to 
handle  the  market,  certcdnly  FNMA  would  endeavor  to  take  up 
that  slack  and  we  would  be  receptive  to  undertaking  a  program  of 
guaranteeing  securities  backed  by  pools  of  FHA  and  VA  mortgages. 
The  interest  cost  would  probably  be  higher  than  that  for  GNMA 
securities  because  we  do  not  have  the  full  faith  and  credit  of  the 
United  States  behind  our  securities.  But  the  FNMA  name  is  a  good 
one  and  we  could  probablv  successfully  launch  such  a  program. 

Chairman  Gonzalez.  Thank  you  very  much. 

The  second  question,  and  it  has  to  do  with  I  think  a  very  proper- 
ly raised  issue  that  as  you  sav  on  the  legal  aspect,  the  stans  do  not 
agree  at  all.  The  staffs  have  been  in  consultation  for  instance  with 
myself  and  in  the  drawing  up  of  the  bill  we  had  to  approach  it 
from  the  standpoint  of  what  we  feel  is  consistent  with  the  original 
charter  purpose  for  this  institution. 

The  questions  are:  What  assurances  does  the  Congress  have  from 
FNMA  other  than — I  must  say  to  me  it  means  a  lot,  the  absolute 
categorical  statement  you  made  and  that  you  have  offered  with  re- 
spect to  the  pending  action  and  policy  until  the  Congress  does  ad- 
dress the  issues  squarely. 

Other  than  the  good  faith  commitment  from  you,  if  the  current 
market  limits  in  FNMA's  charter  are  removed,  you  will  continue  to 
meet  the  needs  of  the  middle  segment  of  the  housing  market. 
Again,  especially  FHA  and  VA,  that  is  a  great  area  of  concern  to 
me. 

As  I  understand  it,  even  now  FHA  and  VA  loans  are  not  as  de- 
sirable for  FNMA,  for  purchase,  because  of  their  assumability  fea- 
ture. If  the  limits  are  removed,  is  it  reasonable  to  expect  that 
FNMA  would  attempt  to  put  as  much  of  its  resources  as  possible 
into  the  higher  priced  mortgages?  Yet,  I  assume,  that  you  have 
only  a  finite  amount  of  mortgage  resources  available. 

&),  ultimately  we  have  to  ask  this  question:  What  assurances  do 
we,  or  does  the  Congress  have  that  you  will  not  use  your  limited 
resources  to  purchase  higher  yielding  mortgages  at  the  expense  of 
the  middle  segment  of  the  market  and  particularly  FHA  and  VA? 

Mr.  Maxwell.  Well,  Mr.  Chairman,  I  recognize  the  subcommit- 
tee's concerns  and  I  certainly  respect  them  and  I  think  that  the 
subcommittee  is  auite  correct  in  asking  us  for  such  assurances.  We 
take  very  seriously  the  fact  that  we  are  congressionally  chartered. 
We  take  seriously  the  provisions  of  the  charter  which  governs  us. 

That  charter  provides  not  only  that  we  will  take  into  account  the 
low-  and  moderate-income  segment  of  the  housing  market,  but  it 
also  specifically  addresses  the  question  of  our  support  for  the  FHA 
and  VA  market. 

V  intend  to  comply  with  the  requirements  of  our  Charter  Act. 
c  IS  No.  1.  Our  respect  for  the  law,  our  respect  for  the  Congress, 
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and  our  desire  to  comply  with  what  we  are  specificallv  mandated 
to  do  mean  that  we  will  continue  to  support  housing  for  low-  and 
moderate-income  persons  and  the  FHA/ V  A  mortgage  market. 

The  second  reason  is  based  more  on  economics,  if  you  will.  From 
a  market  standpoint,  the  overwhelming  market  for  operations  like 
FNMA's,  which  is  a  high-volume  operation,  is  not  in  the  higher 
priced  end  of  the  market.  We  have  done  some  studies  in  connection 
witii  this  participation  issue  to  try  to  determine  how  much  of  the 
market  we  are  not  able  to  serve  as  a  result  of  the  limitation* 

It  is  not  a  great  part  of  the  market.  It  varies,  of  course,  from 
State  to  State.  In  California  it  is  a  much  larger  segment  of  the 
market  In  Texas  it  is  about  10  or  12  percent  of  the  market.  But 
FNBAA's  whole  operation  is  based  on  volume.  We  can  get  access  to 
the  credit  mai^ets.  We  are  not  limited  in  our  ability  to  buy  the 
mortgages  that  we  need  to  buy. 

Oar  position  is  that  actually,  both  our  ability  to  serve  the  low- 
and  moderate-income  area  and  our  ability  to  buy  FHA  and  VA 
mortgages  would  be  enhanced  if  we  had  more  flexibility  to  support 
those  operatioiis.  Althou^  FNMA  does  not  impose  varying  yield 
requirements,  a  higher  halancp  mortgage  generally  carries  a 
hitler  yiekL  Our  alnlity  to  purdiase  laiger  loans  w  participations 
in  larger  kans  would  help  oar  financial  picture  by  enlarging  the 
total  amount  of  higb-yiekting  assets  we  can  buy.  This  will  increase 
the  average  yieM  on  our  morigage  portfolio  and  help  to  reduce  the 
negative  spresd  we  are  experiencing. 

To  the  extent  that  we  can  help  our  own  income^  we  can  lower 
the  interest  we  will  have  to  pay  for  our  debt  and  thus  will  be  able 
to  lower  the  yieldB  that  we  have  to  require  for  low  and  moderate 
inujme  sad  odier  mortgages  sold  to  as. 

Chairman  Goqczalzz.  WeLL  I  am  deeply  grateful  to  yo<i,  hecsjcue  I 
tiimk  weU  there  is  no  question  in  my  mmd  how  I  feeL  as  bMig  as 
yoa  are  the  administrator.  But  as  always.  I  think  what  we.  in  the 
legiffcitive  endeavor,  most  bear  in  minid  is  that  w^  have  U>  draft 
the  legisbtioci  in  soch  a  way  that  we  do  not  assume  it  win  be 
like  jonrmiL  wbo  will  be  administrating,  but  the  devil  in- 


That  is  the  aaly  reasot.  Your  testisiriny  is  v^iry  impressive  in 
briiatf  of  Qexifaciicy  azui  rreeficm  bi  *^j2tZ  respect. 

Xr.  StantDCL 

Mr.  5cA3T09.  Thank  jou  verv  :z:cj:x^  Mr  Ccj&:,rcc^r.. 

Cfaairmaa  Maxwed  I  want  ^>  reiterate  what  the  Cr^;rrr.an  han 
moA  wtdt  regari  to  yyox  perfcrr.arxe  ^-jc.  'Joe  '^^j^r^i  ''Z,  the  -xrpcr;^ 
tioBL  &  s  haard  t3o  realiae  jtxl  harre  seen  '^cbiiari  jem  than  a  year 

Mr.  yUkXWKLL,  I  dc  3ni:  have  axiv  trtiiie  realizint^  :t 

Mr  Smarcam.  Weti,  I  really  siean  that.  Wru*n  I  -^a^^  _<iter..nif  v> 
voa  read  vcur  saceaiecr.  x  r^irwrtied  .-ne  tf  ^Jir  r*i^>x5ih.p  w>th 
tfc  FeiieraL  2esBrf»:  ^jsrt  Yvi  ar»  tcth  Irjicrirr.er.ta  -/  ti-j^  O-^.- 
groL  When:  '±m^  ire  <^in^  well  we  tr^ac  y^jtj,  wet.  "W-en  v»;r*(pi 
re  not  gainf  weiL  we  ic  net  knew  7011. 

9at  I  am  3Ct.  gPTT:ng  aack  >>  the  Qiairman  i  r*?r»anc  "^ot^muit^c 
»fififnlf«r^gicii  f  fsa.    tf  i    ::ac   v.    0!^MA 
which,  r  letieve  wa*  ?yf  4  siilxr 
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Mr.  Stanton.  Well,  I  do  not  think  we  are  going  to  end  up  with 
your  $68  billion  either.  Somewhere  in  between,  I  feel  quite  sure 
will  be  a  realistic  view  about  this. 

That  is  just  an  observation. 

You  also  referred  to  this  forthcoming  national  conference.  You 
had  a  conference  a  year  ago,  was  it  not,  or  was  that  before  you  got 
there? 

Mr.  Maxwell.  There  was  a  conference  in  February  of  1981  on 
the  subject  of  mortgage  finance,  generally.  But  it  did  not  focus  on 
the  role  of  the  secondary  market  or  the  proper  Federal  mission. 

Mr.  Stanton.  We  are  looking  forward  to  that  conference.  But,  in 
the  meantime,  as  you  well  know,  we  are  involved  in  legislation,  es- 
pecially from  the  Home  Loan  Bank  Board,  where  there  is  emphasis 
on  giving  additional  powers  to  the  savings  and  loan  industry. 

We  have  had  in  town  this  week  the  representatives  of  the  real 
estate  industry  in  our  country.  They  are  primarily  taking  a  stand 
against  that  for  the  sole  reason  that  it  would  change  the  role  of 
these  institutions,  which  were  the  primary  source  of  funds  for 
housing. 

I  sympathize  with  their  concern  and  I  can  see  why  they  are  wor- 
ried. My  question  to  you,  though,  is  how  do  you  see  the  secondary 
market  changing  as  these  institutions  change?  As  to  the  handling 
of  mortgages,  we  have  experienced  significant  changes  in  the  last 
quarter.  Somebody  said  only  8  percent  of  all  of  the  new  mortgages 
issued  in  this  country  were  by  savings  and  loan  institutions,  com- 
pared to  about  50  percent  historically. 

The  secondary  market  has  to  change  to  reflect  this.  Do  you  agree 
with  that  statement  or  what  are  your  thoughts? 

Mr.  Maxwell.  Well,  I  also  do  not  want  to  preempt  anything  that 
the  conference  might  include  or  that  this  subcommittee  might  be 
called  upon  to  determine  at  a  later  date. 

I  think  it  is  very  hard  to  look  into  a  crystal  ball  in  the  current 
crisis  atmosphere  and  tell  what  the  secondary  market  should,  or 
will,  look  like. 

Let  me  give  you  a  couple  of  illustrations  of  that.  First,  in  your 
colloquy  with  the  chairman,  Mr.  Stanton,  you  discussed  the  level  of 
GNMA  activity.  That  is  a  very  crucial  matter  in  the  context  of  the 
secondary  market.  If  GNMA  is  going  to  be  $68  billion,  there  will  be 
a  different  kind  of  a  secondary  market  than  there  will  be  if  GNMA 
is  going  to  be  $38  billion.  And  we  really  do  not  know  the  answer  to 
that  question. 

Second,  I  was  at  the  same  conference  in  Williamsburg  that  Mr. 
McKinney  referred  to.  I  heard  the  same  people  that  you  have  been 
talking  to  this  week.  Also,  the  homebuilders  were  down  there  and  I 
heard  the  leadership  of  the  homebuilders  speak  in  the  strongest 
possible  terms  of  their  negative  feelings  about  expanded  powers  for 
the  savings  and  loan  associations. 

I  do  not  know  how  that  issue  will  be  resolved.  But  I  do  know  that 
there  is  certainly  an  indication  that  those  groups  would  want  the 
savings  and  loans  to  remain  more  dedicated  to  the  housing  busi- 
ness than  maybe  the  savings  and  loans  themselves  would  want. 

So  I  think  it  is  not  easy  to  tell  who  is  going  to  originate  the  mort- 

of  the  future.  To  the  extent  that  those  mortgages  are  adjust- 

(  rate  mortgages,  they  may  be  originated  for  the  portfolios  of 
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the  savings  and  loans  themselves  rather  than  for  sale  in  the  sec- 
ondary market. 

The  third  element  is  the  question  of  the  private  entities  that  are 
becoming  interested  in  the  secondary  market.  The  Merrill  Lynches, 
the  Sears,  the  other  giant  nonbank  financial  institutions  that  are 
developing  in  this  country,  with  a  kind  of  vertical  integration  of  all 
real  estate  operations,  will  play  a  role  in  the  future  secondary 
market. 

We  would  want  them  to  participate  in  this  conference  to  see  to 
what  extent  they  really  intend  to  provide  a  market.  You  will  be 
hearing  from  the  president  of  the  Mortgage  Insurance  Companies 
of  America  this  morning.  The  mortgage  insurance  companies  have 
also  been  active  in  providing  a  secondary  market  and  actually  in 
some  cases,  for  example,  Alabama,  they  have  been  able  to  funnel 
some  State  pension  funds  into  mortgages. 

So  I  think  that  a  lot  of  these  issues,  Mr.  Stanton,  are  open  issues. 
And  I  think  we  probably  need  to  get  a  better  fix  on  where  the 
housing  industry  is  going  to  come  out  of  this  current  emergency 
and  where  the  savings  and  loans  are  going  to  come  out,  before  we 
can  really  define  the  shape  or  the  extent  of  the  future  secondary 
market.  Indeed,  the  current  atmosphere  of  crisis  is  not  a  good  one 
in  which  to  decide  questions  of  this  kind. 

Mr.  Stanton.  Thank  you  very  much. 

Chairman  Gonzalez.  Thank  you. 

Mr.  Chairman? 

Mr.  St  Germain.  Good  morning,  welcome.  I  subscribe  to  what 
both  my  colleagues  have  said  about  your  being  a  breath  of  fresh 
air. 

Mr.  Maxwell.  Thank  you,  sir. 

Mr.  St  Germain.  I  would  venture  to  say  that  your  answer  to  Mr. 
Stanton's  question  was  somewhat  akin  to  the  chicken-and-the-egg 
problem,  which  came  first  or  which  should  come  first? 

Mr.  Maxwell.  Yes,  sir. 

Mr.  St  Germain.  We  have  had  a  great  many  people  testifying, 
sitting  at  the  table  that  you  are  not  seated  at  and  telling  us  that, 
well,  if  the  thrifts  reduce  their  amount  of  commitment  to  home 
mortgage  financing,  and  they  make  strong  reference  to  the  second- 
ary mortgage,  that  is  still  speculative  because  of  the  answer  we 
just  received  from  you  and  certainly  you  are  in  a  position  to  know, 
and  perhaps  because  as  you  say  there  is  uncertainty  as  to  what  the 
future  holds. 

This  uncertainty  is  probably  the  biggest  problem  we  have  on 
every  front  today,  uncertainty  of  what  the  deficits  are  going  to  be, 
what  interest  rates  are  going  to  be,  what  taxes  are  going  to  be,  who 
is  going  to  provide  the  home  mortgage  financing.  A  lot  of  crucial 
questions. 

Mr.  Maxwell.  Yes,  sir. 

Mr.  St  Germain.  I  think  that  my  colleagues  and  I  all  would  be 
grateful  to  you  if  you  would  keep  us  informed  as  to  your  thoughts 
as  they  progress.  Any  new  thoughts  you  might  have.  Because  we 
have  some  very  serious  decisions  to  make. 

Mr.  Maxwjell.  Yes,  sir. 
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Mr.  St  Germain.  In  your  discussion  with  Chairman  Gonzalez,  did 
I  understand  you  to  say  that  the  higher  the  mortgage,  the  higher 
the  yield? 

Mr.  Maxwell.  That  is  generally  the  case,  Mr.  Chairman.  The 
higher  mortgage  amounts  generally  command  a  higher  yield. 

Mr.  St  Germain.  Where  is  the  higher  yield? 

Mr.  Maxwell.  If  the  cost  of  the  house  is  higher  and  therefore 
the  mortgage  is  higher,  generally  the  savings  and  loan  institution 
or  the  mortgage  banker,  whoever,  will  charge  a  higher  interest 
rate  on  that  mortgage  because  it  is  larger. 

Our  ability  to  increase  our  ownership  of  high  yielding  mortgages 
would  of  course  increase  our  income  and  let  us  buy  more  mort- 
gages involving  low-  and  moderate-income  families. 

Mr.  St  Germain.  You  stated  also  in  answer  to  Mr.  Gonzalez  that 
there  are  certain  areas  of  the  country  where  I  think  10  to  12  per- 
cent of  the  mortgages  would  be  above  the  cap? 

Mr.  Maxwell.  In  California  it  would  be  more  in  the  order  of  20 
percent. 

Mr.  St  Germain.  I  must  say  to  you  that  I  am  troubled  with  rais- 
ing the  cap  and  with  the  idea  of,  even  if  you  leave  the  cap  where  it 
is,  that  the  participation,  just  the  amount  of  the  participation  has 
to  come  under  the  cap  rather  than  that  of  the  total  mortgage.  It 
seems  to  me  that  there  are  plenty  of  people  out  there  who  are  seek- 
ing funds. 

Remember,  when  we  talk  $107,000  cap  on  a  mortgage,  we  are 
talking  about  a  $135,000,  $140,000  house.  And  a  downpayment. 
That  is  not  small  potatoes.  That  is  a  rather  substantial  house. 

I  am  going  to  have  to  consider  that  very,  very  carefully.  We  do 
not  discount  that  we  know  you  are  trying  to  do  as  much  business 
as  possible  to  get  as  high  a  yield  as  possible,  but  on  the  other  side 
of  the  coin,  I  think  that  the  capacity  now,  there  are  not  too  many 
people  buying  homes  in  that  price  range. 

California,  of  course,  is  different.  God  bless  it,  that  is  another 
country  practically.  So  we  will  consider  it  carefully  and  have  more 
conversations  with  you,  either  in  open  hearings  or  even  in  meet- 
ings, in  the  sunshine  naturally. 

But  I  have  to  say  to  you  that  I  am  a  little  troubled  by  it.  Yet  I 
want  to  try  to  understand  as  much  as  possible  your  reasoning  and 
that  of  your  handsome  colleague  who  is  behind  you,  the  president. 

Mr.  Maxwell.  Yes,  sir. 

Mr.  St  Germain.  Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you. 

Mr.  Bereuter. 

Mr.  Bereuter.  Thank  you,  Mr.  Chairman.  I  would  invite  our 
chairman  to  come  visit  my  very  modest  looking  $140,000  house 
here. 

Chairman  Gonzalez.  In  the  District  of  Columbia? 

Mr.  Bereuter.  In  the  District  of  Columbia. 

Thank  you  very  much  for  your  testimony.  I  particularly  appreci- 
ate the  fact  that  we  had  in  advance  a  chance  to  visit  with  your 
staff.  That  was  very  helpful. 

I  know  that  you  indicate  that  FNMA  has  paid  $950  million  in 
ral  taxes.  I  believe  that  the  1970's  were  rather  good  to  the  or- 
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ganization.  And  yet,  is  it  not  true  you  have  had  a  substantial  out- 
flow of  capital  during  recent  years? 

Mr.  Maxwell.  Yes,  that  is  absolutely  true.  The  1970's  were  the 
days  when  the  short-term  rates  were  below  the  long-term  rates,  so 
that  we  could  borrow  short  term  at  a  positive  spread  compared  to 
the  long-term  mortgages  that  we  bought. 

Fortunately,  the  company  did  not  pay  out  excessive  dividends 
during  that  period.  It  did  accumulate  a  large  amount  of  capital. 
Our  retained  earnings— I  am  not  proud  of  this — our  retained  earn- 
ings when  I  became  chairman  were  over  $800  million.  At  the 
moment  they  are  a  little  over  $500  million. 

Mr.  Bereuter.  That  is  not  a  reflection  on  you. 

Mr.  Maxwell.  I  appreciate  your  saying  so.  So,  yes,  there  is  an 
erosion  of  capital,  that  is  true. 

Mr.  Bereuter.  With  respect  to  the  $107,000  limit,  I  did  note  and 
I  would  reemphasize  for  the  beneflt  of  others  who  perhaps  did  not, 
that  out  of  26,000  participations  which  you  had  in  the  program  last 
year,  only  37  of  those  participation  mortgages  exceeded  $107,000. 

Mr.  Maxwell.  That  is  correct,  sir. 

Mr.  Bereuter.  What  is  likely  to  happen  in  the  next  year? 

Mr.  Maxwell.  Well,  in  the  next  year,  as  I  said  in  my  statement, 
out  of  respect  to  the  subcommittee  and  its  staff,  we  will  not  pur- 
chase participations  where  the  mortgage  amount  is  more  than 
$107,000  until  the  Congress  acts  or  declines  to  act  on  this  matter. 

Mr.  Bereuter.  Because  of  the  expressed  concern  of  the  Congress? 

Mr.  Maxwell.  Yes,  sir. 

Mr.  Bereuter.  Mr.  Chairman,  I  have  no  further  questions. 

Thank  you  for  your  testimony. 

Chairman  Gonzalez.  Thank  you.  Mr.  Vento? 

Mr.  Vento.  Thank  you,  Mr.  Chairman. 

Mr.  Maxwell,  we  are  pleased  to  have  you  with  us  today.  The 
innoblems  that  FNBIA  has  experienced  are  principally  due  to  the 
ladL  of  movement  in  terms  of  your  portfolio  as  you  have  testified. 
You  can  deal  with  this  in  two  ways. 

One,  we  could  have  a  reduction  in  interest  rates,  which  clearly 
woakl  then  provide  you  with  the  opportunity  in  terms  of  rolling 
over  these  securities  at  closer  to  what  the  income  is  from  your 
portfolio,  or  of  course  you  could  have  growth. 

And  you  know,  given  the  fact  that  so  much  of  this,  as  you  indi- 
cate, $42  tnllion  is  under  10  percent,  I  do  not  know  as  I  look  to  the 
fatore  that  I  see,  given  the  current  mission  of  monetary  policy, 
sotneChing  that  would,  in  fact,  deal  with  that. 

I  know  that  even  12  percent  would  look  far  more  attractive  in 
terms  of  the  types  of  interest  rates  we  have  had  in  the  last  year,  in 
recent  montl^  especially.  What  magnitude  of  growth  would  you 
need  in  terms  of  your  portfolio,  for  instance,  to  pay  or  o^set  the 
losses  that  you  are  experiencing? 

What  about  the  growth  side  of  that  question?  I  w<  H)  you  to 
jost  dwell  a  little  Int  more  on  that  for  the  commit    *  zt      moi     ng. 

Mr.  Maxweix.  Mr.  Vento,  in  the  last  year,  d  to  our  s  |u  ion 
of  h^^ier-yieiding  assets,  our  average  yield  on      i  of  our  l  in- 

creased finim  9.25  percent  to  9.So  percent.  We  bo      it,       ■  1 

biSkiD  of  mortgages.  That  demonstrates  the 
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can  affect  the  negative  spread  by  the  acquisition  of  assets,  by  the 
increase  of  the  average  yield  on  our  portfolio. 

This  is  a  long  and  slow  process  when  you  have  $62  billion  of 
assets  to  cope  with.  If  interest  rates  were  to  stay  at  current  levels 
indefinitely,  we  could  not  grow  sufficiently  over  time  to  offset  the 
drag  of  the  portfolio. 

Mr.  Vento.  Concerning  the  secondary  market  or  the  second 
market  provisions  that  are  included  in  the  chairman's  bill,  how  im- 
portant is  that  particular  authority  in  light  of  the  fact  that  you  do 
have  a  lot  of  loans  that  are  going  down  to  pick  up  the  old  mort- 
gages? Is  it  important  that  you  get  into  that  area  of  the  market- 
place? 

You  say  here  that  you  have  a  quarter  of  a  million  worth  of  paper 
written  in  that  particular  area.  What  do  you  anticipate  would  be 
the  growth  in  that  particular  market?  Obviously  you  see  it  as  being 
a  significant  factor.  Why  do  you  not  express  thoughts  on  that? 

Mr.  Maxwell.  These  second  mortgages  generally  have  higher 
yields  and  we  have  bought  about  $250  million.  We  have  committed 
to  buy  about  $300  million.  So  we  will  have  some  more  coming  in. 

I  think  that  this  will  have  a  positive  effect  on  the  portfolio  yield 
and  it  is  an  important  aspect  of  our  self-help  program.  But  I  want 
to  mention  something  that  the  chairman  of  the  full  committee  said, 
because  we  have  out  there  all  of  this  seller  paper  and  it  does  pose  a 
tremendous  threat,  if  it  cannot  be  rolled  over,  when  it  all  comes 
due. 

Most  of  it  is  short-term  balloon  type  paper.  We  are  working  hard 
to  develop  a  program  to  be  able  to  refinance  some  of  this  paper  on 
a  discount  basis.  If  we  can  do  this,  we  can  remove  the  threat,  if  you 
will,  from  a  lot  of  the  market  where  refinancing  otherwise  will  be  a 
problem. 

So  I  think  that  here,  again,  freeing  FNMA  from  mortgage  limits 
is  a  question  not  only  of  helping  our  own  yields  and  our  own  eco- 
nomic situation,  but  also  serving  the  housing  market. 

Mr.  Vento.  I  think  that  that  is  true.  I  think  filling  that  part  of 
the  charter  is  very  important.  We  also  of  course  know  that  with 
interest  approval,  the  opening  of  the  market  for  portfolio  of  manu- 
factured housing  and  leased  land,  under  normal  circumstances  or 
conventional  market  we  might  look  at  those  differently. 

I  think  it  indicates  to  me  that  FNMA  is  doing  everything  it  can 
to  help  itself,  and  incidentally,  is  sort  of  coming  in  at  the  fore  of 
what  we  consider  the  innovative  type  of  housing  programs  that  are 
necessary. 

Mr.  Maxwell.  Thank  you. 

Mr.  Vento.  But  how  do  you  answer  criticism  leveled  with  respect 
to  manufactured  houses?  How  would  you  answer  critics  in  that 
arena? 

Mr.  Maxwell.  Well,  I  am  not  sure  that  there  is  really  more  risk 

in  the  manufactured  house  now  than  there  is  in  any  other  kind  of 

house.  FNMA  has  had  a  very  good  record  on  its  underwriting.  That 

is  something  that  we  really  do  well.  We  are  the  only  secondary 

ket  that  I  am  aware  of  for  these  kinds  of  housing— for  the 

k1  land  and  the  manufactured  housing. 
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I  appreciate  your  bringing  that  point  forward.  I  believe  that  we 
can  provide  a  good  market  for  that  type  of  housing  on  a  sound  un- 
derwriting basis. 

Mr.  Vknto.  Well,  I  think  for  the  record  we  might  like  to  look  at 
maybe  some  of  the  details  of  that,  so  I  think  if  you  could  provide 
that  it  would  be  helpful.  I  want  to  raise  just  one  other  question.  I 
(k>  not  want  to  delay  this.  The  point  being  with  the  pension  fund 
issue,  the  ERISA,  the  prudent  man  question,  there  has  been  some 
expression  and  great  optimism  expressed^  almost  everybodv  likes 
some  flexU)lity  in  this  area.  I  think  that  obviously,  you  tenci  to  en- 
dorse that  and  have  been  involved  in  Maryland  here,  which  I  know 
my  colleague  Steny  Hoyer  is  probably  going  to  remark  about. 

The  question  is:  Does  that  ofTer  the  type  of  hope  that  there  would 
be  a  rapid  inftision  of  money  in  the  housing  funds  as  has  been  in- 
timated by  the  administration,  by  many  others  and  perhaps  even 
myself?  Is  it  really  a  situation  where  there  are  not  purchasers  for 
the  securities  that  you  are  putting  forth  at  competitive  ratei(?  b 
that  really  the  case? 

I  mean  it  is  important  to  get  to  that  market,  but  you  have  been 
working  with  other  security  markets  on  a  regular  basis.  Is  the  opti- 
mism there  with  regard  to  the  growth?  In  other  words,  is  all  of  a, 
sadden  having  chesq^er  money  available  for  housing  and  so  forth, 
realistic? 

Can  we  expect  any  big  upsurge  in  housing  as  those  funds  mi^it 
be  and  the  rules  governing  them  might  be  more  flexible  with 
regard  to  hoosng?  What  is  you  view  with  regard  to  that? 

Mr.  Maxwku^  Well,  I  think  that  the  opportimity  in  the  poUic 
pensioD  fond  area,  such  as  the  Maryland  transaction  that  we  par- 
ticipated in,  is  a  very  great  one.  But  it  is  important  to  remember 
that  the  Maryland  Retirement  Fund  quite  properly  insisted  on  ob- 
tafmng  a  market  rate  of  return.  They  are  getting  16  percent  in 
that  transactkm. 

Now.  nevertheksB.  that  is  a  lower  rate  than  the  TOortgBge 
market  generally  demands  r^it  now.  If  they  had  only  bought  the 
mortgages  they  would  have  asked  for  a  17  percent,  or  even  an  18 
percent,  recum  instead  of  16  percent.  So  the  securities  program 
docs  help  with  respect  to  the  rates. 

h  the  public  penson  fund  area  we  are  working  with  a  lot  of 
ociier  Slate.  I  thank  we  can  provide  some  stinralos.  It  won't  be  the 
SBoat  kind  of  sdmolus  that  would  be  provided  by  a  drop  in  overall 
interest  rate  levels  in  the  eoooomy.  With  regard  to  the  private  pen- 
skxE  fbads,  I  tlonk  the  Labor  Department  needs  to  move  ah^Ml 
with  tfaer  rhangri^  in  the  EKESA  regulatioiis  because  oar  c&rrent 
fur  ward  commitment  program  £br  the  mortgage-backed  securities  is 
somewfaat  hganacrsag  as  to  the  privaCe  pension  fuTids.  They  are  re- 
toctaBri:  to  cownnit  tfaexr  reso^vces  in  advance  under  the  e&rrent 
EgESA  regniarinws 

I  wooid  not  overpromse  on  the  whoie  program  by  saying  that  it 
is  a  pgiarea  hfcaiwe  it  »  not.  But  when  xacerest  ra^  levei^  do 
come  iamru  the  FXMA  coav^uxtioDal  mortgage4»cked  security  will 
be  a  tppmenions  rorrfmr  fior  bringing  pension  fimd  samtiffB  into  the 
I SK  oooviaced  of  th^uL 
WeSL  I  thsak  i^is  important,  you  kiKm^  tiiefe  j^e 
thac  are  not  reasonabie  izi  terms  ef  I 
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markets.  I  happen  to  think  that  the  secondary  market  has  become 
much  more  important  in  terms  of  channeling  money  into  the  hous- 
ing market  than  it  ever  has  been  in  the  past,  largely  because  of  the 
changing  nature  of  financial  institutions  and  the  success  that  we 
are  having  in  running  such  as  the  one  you  described  today. 

I  think  in  the  future  you  will  play  an  important  role  in  other  sec- 
ondary markets  and  devices.  We  are  pleased  to  see  you  are  working 
in  this  area,  and  we  look  forward  to  ex£unining  the  changes  you 
propose  with  regard  to  the  legislative  process. 

Cnairman  Gonzalez.  Thank  you,  sir. 

Mr.  Hoyer? 

Mr.  Hoyer.  Thank  you,  Mr.  Chairman.  I  want  to  join  Mr.  Be- 
reuter;  I  thank  you  for  taking  the  time  to  come  by  and  discuss  this 
with  me  personally.  I  told  you  then  that  I  note  that  I  came  to  the 
Congress,  or  I  was  sworn  into  the  Congress,  some  days  after  you, 
but  I  was  elected  2  days  before  you  came,  so  we  are  somewhat  con- 
temporaries. 

However,  I  am  sure  you  came  with  a  lot  more  expertise  than  I 
did,  which  I  admit  here  but  not  out  there,  you  understand. 

Mr.  Maxwell.  The  only  time  I  ran  for  Congress  I  lost. 

Mr.  Hoyer.  I  have  had  that  experience,  too.  Not  running  for  Con- 
gress but  for  other  offices. 

Let  me  ask  you  about  this  procedure  that  FNMA  participated  in 
with  Loyola  and  the  State  Retirement  System.  As  I  understand  it, 
of  course  you  and  I  discussed  it  briefly,  but  in  your  testimony — you 
just  indicated  in  response  to  Mr.  Vento's  question  that  there  is  a  16 
percent,  which  is  somewhat  below  market.  As  I  understand  it,  in  5 
years  there  will  be  a  determination  and  there  will  be  a  reconsider- 
ation of  the  rate.  Is  that  correct? 

Mr.  Maxwell.  Yes;  I  said  below  market,  which  I  really  should 
clarify  too.  When  you  said  it  it  came  to  my  mind.  The  yield  is 
below  current  yields  in  the  mortgage  market  but  it  is  actually  a 
higher  yielding  investment  for  the  pension  fund  than  they  could 
get  if  they  bought  corporate  bonds  or  something  of  that  kind.  So 
the  mortgage-backed  security  is  a  good  investment  for  them. 

Mr.  Hoyer.  Let  me  ask  you  something,  if  you  know,  just  as  an 
interest  to  me,  and  perhaps  to  the  committee  and  to  the  pension 
funds.  What  was  the  average  return?  The  average  return  on  the 
Maryland  pension  funds  as  you  probably  know  has  been  quite  low. 
Do  you  have  any  idea  what  it  related  to  at  this  point  in  time? 

Mr.  Maxwell.  I  can't  answer  that  question. 

Mr.  Hoyer.  It  is  substantially  lower  than  that  because  of 
conservative  investments  and  somewhat  legal  limitations  that  the 
board  itself  is  under? 

Mr.  Maxwell.  At  the  end  of  the  5-year  period  the  pension  fund 
has  the  right  to  sell  the  securities  back  to  Loyola  Federal.  The  pen- 
sion fund  wanted  a  5-year  investment,  and  the  beauty  of  the 
FNMA  security  is  that  we  could  tailor  it  specifically  to  what  they 
wanted.  They  can  roll  it  over,  if  they  wish  to  retain  it,  for  each 
successive  5-year  period  at  a  rate  then  prevailing,  based  on 
FNMA's  5-year  borrowing  rate  with  a  kicker  on  top  of  it. 

The  mortgages  that  underlie  the  securities  will  also  be  subject  to 
ren<  »tiation  of  the  rate  at  the  end  of  this  5-year  period.  If  Loyola 
^      c       buys  the  securities  back  fifRn  the  pension  fund  in  accord- 
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anoe  with  the  contract,  then  FNMA  will,  in  all  likelihood,  refi- 
nance the  loans  for  Loyola  Federal.  That  is  how  the  5-year  situa- 
tion would  work. 

Bfr.  HoTER.  At  the  end  of  the  5  years,  this  comes  about,  the  bor- 
rower I  take  it  has  agreed  to  be  subject  to  whatever  is  then  the  pre- 
vailing rate? 

Mr.  Maxwell.  That  is  correct 

Mr.  HoYER.  OK.  The  5-year  option  would  be  at  the  prevailing 
rate  and  would  hold  for  an  additional  5-year  period? 

Mr.  Maxwell.  That  is  correct. 

Mr.  HoTER.  What  is  the  length  of  these  mortgages? 

Mr,  Maxwell.  They  are  30-year  mortgages. 

Mr.  HoTER.  There  is  no  cap  on  them,  so  it  could  be  at  any  rate 
ihexk  prevailing? 

Bfr.  Maxweu^  Yes,  sir. 

Mr.  HoTER.  Let  me  go  back  to  your  question  spedRcaUy  about 
ff  R  5731.  The  diairman  raised — the  chairman  of  the  fuU  ccHnmit- 
tee  raised  a  questicm  with  respect  to  the  $10r7,OOO  limit  now  and  I 
dispcrted  that,  as  to  whether  or  not  that  is  the  full  amount  of  the 
pordiaae  price  or  the  full  amount  of  the  indebtedness.  The  chair- 
man raised  a  quesdcm,  and  you  and  I  discussed  this. 

If  in  Cact  there  is  a  hi^ier  yield,  and  if— in  fact,  you  obviously 
ran  a  S190  million  loss;  is  that  correct? 

Mr.  Maxwril,  isn't  there  an  impetus  firom  a  good  management 
standpoint*  assuniing— we  don't  expect  you  to  go  bankrupt — for 
you,  k  there  is  in  fact  a  higher  yield,  you  are  running  a  loss,  to 
porticqnte  in  die  higher  mortgages;  and  therefore  the  r^  that  the 
dwiffiitan  exptesHes  and  obviously  his  concern,  and  I  am  sure  the 
dwiffiitan  of  the  soboommittee's  concern,  about  the  unwillingness 
firam  a  good  bosineas  sense,  from  your  standpoint  it  seems  to  me,  to 
participate  in  the  lower  or  moderate  mortgage  level  market? 

Mr.  Maxwell.  It  might  seem  so,  but  it  is  not  in  fact  the  case. 
Hie  reaoop  is  that  this  part  of  the  market  is  very  limited.  The  key 
here  is  that  we  could  not  confine  our  operations  to  the  U^ier 
priced  end  of  the  market,  given  FNMA's  situation,  the  size  rf  its 
portfirfio  and  the  siae  of  its  operations. 

Mf  pnsilion  is  that  we  ought  to  have  the  flexibility  to  buy  mort- 
gaees  at  Ilie  upper  end.  and  that  actually  that  flexibility  wooki  bot- 
tveas  oor  suppmt  for  the  lower  and  moderate  ends  of  the  market 
We  intend,  of  coarat,  as  our  charter  requires  us.  to  continue  to  buy 
tkooe  mortgages  at  a  profitable  viekL  We  do  not  intend  to  buy  any- 
thing that  won't  yield  us  a  ptupeitv.  The  statute  says  we  have  to 
be  self  supimttiug  and  to  do  diat  we  have  to  bay  mortgages  at 

that  the  Beadbilitw  wiH  enable  us  to  better 
that  we  are  mandate  to  serve  under  the  Charter 

How  king  has  that  cap  been  appbcabie? 

The  cap  has— the  specific  Srj/T.VA  or  a  cap? 

a  I 

That  joit  duoK^ed  at  the  fi:  t 

F^iiHje  Georges  Coonty  that  cap  w         ei 
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port  for  a  higher  percentage  of  the  market  than  it  would  in  a  lot  of 
other  parts  of  the  country. 

Mr.  HoYER.  There  is  no  differential? 

Mr.  Maxwell.  I  don't  understand  that. 

Mr.  HoYER.  There  is  no  consideration  of  the  market 

Mr.  Maxwell.  I  see.  No.  No,  there  is  no  variation.  The  statutory 
limit  is  a  national  figure. 

Mr.  HoYER.  So  in  those  areas  where  you  have  the  higher  market 
prices  prevailing,  they  are  less  likely  to  be  able  to  participate? 

Mr.  Maxwell.  Correct. 

Mr.  HoYER.  As  you  know,  I  intend  to  support  the  thrust  of  what 
you  want  to  do.  If  we  can  be  confident,  I  think  as  the  chairman 
says,  he  apparently  is  confident  if  you  are  running  the  shop,  there- 
fore I  suppose  I  am  confident.  But  I  think  that  will  be  the  nut  on 
that  particular  question,  whether  we  try  to  amend  that  provision  of 
H.R.  5731. 

If  you  have  additional  information  on  that,  I  think  it  would  be 
helpful  to  me,  and  I  am  sure  to  the  committee. 

Mr.  Maxwell.  Yes,  sir. 

Chairman  Gonzalez.  Thank  you,  sir. 

And  thank  you,  Mr.  Maxwell.  We  repeat,  we  are  very  grateful  to 
you  for  your  time  and  excellent  testimony. 

Mr.  Maxwell.  Thank  you,  Mr.  Chairman.  I  appreciate  it. 

Chairman  Gonzalez.  We  next  have  a  panel,  Mr.  Fred  Taylor, 
senior  vice  president,  the  Bankers  Mortgage  Corp.,  Columbia,  S.C; 
and  Mr.  William  A.  Whiteside,  executive  director  of  the  Neighbor- 
hood Reinvestment  Corp.;  and  Mr.  Robert  Waldo,  who  is  the  presi- 
dent of  the  Mortgage  Insurance  Companies  of  America. 

Gentlemen,  thank  you  for  your  cooperation  and  your  generosity 
in  presenting  yourselves  and  offering  your  testimony.  I  might  say 
for  the  record  that  it  is  with  the  warmest  feelings  that  we  welcome 
Mr.  Taylor,  in  particular,  because  prior  to  joining  the  Bankers 
Mortgage  Corp.,  I  think  in  February  of  this  year,  Mr.  Taylor  has 
had  a  distinguished  record  of  association  with  the  Government  Na- 
tional Mortgage  Association,  first  as  an  executive  assistant  to  the 
then  President,  John  Dalton,  who,  incidentally,  is  now  a  business 
constituent  of  mine  but  an  actual  resident  of  the  adjoining  district 
in  San  Antonio.  In  the  last  3  years,  as  its  executive  vice  president, 
he  has  serviced. 

I  think  sincerely  that  his  talents  and  hard  work  have  been  in- 
valuable to  the  operations  of  this  committee,  and  certainly  GNMA 
reflects  it  in  the  creation  we  attributed  to  him,  the  GNMA  mort- 
gage backed  securities  program.  His  high  degree  of  professionalism 
and  the  assistance  that,  as  I  say  and  repeat,  has  always  been  pro- 
vided us  on  the  committee  level  during  his  tenure  at  GNMA. 

I  wanted  to  say  this  because  those  things  did  not  go  unnoticed. 
They  were  not  unappreciated,  and  I  think  the  record  should  show 
it.  So  we  are  very  pleased  to  have  you  here  today,  Mr.  Taylor.  We 
will  lead  off  with  you  and  recognize  you  at  this  point. 
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STATEMENT  OF  FRED  TAYLOR,  SENIOR  VICE  PRESIDENT, 
BAN'KERS  MORTGAGE  CORP^  COLUMBIA,  SX. 

Mr.  Taylor.  Thank  you  very  much,  Mr.  Chairman  and  members 
of  the  subcommittee.  My  name  is  Fred  Taylor.  As  you  know,  I  am 
senior  vice  president  of  Bankers  Mortgage  Corporation  of  Colum- 
bia, S.C.  I  deeply  appreciate  this  opportunity  to  appear  before  you 
today  to  discuss  the  administration  s  fiscal  year  1983  budget  pro- 


As  you  can  understand,  I  will  focus  my  remarks  on  the  programs 
of  the  Government  National  Mortgage  Association.  The  administra- 
tion's fiscal  year  1983  budget  proposal  calls  for  a  40-percent  cut  m 
GNMA  s  mcRtgage-backed  securities  commitment  doxihoritj  below 
the  congressioDally  approved  fiscal  year  1982  level  of  %6l^2o  billion. 
The  administratiim  1^  proposed  that  the  fiscal  year  1982  commit- 
ment level  be  reduced  to  S^  biUion,  and  it  has  announced  plans  to 
inqriement  a  new  fee  structure  in  fiscal  year  1983  to  assist  in  the 
alloration  of  the  reduced  commitment  volume.  The  fiscal  year  1983 
bad^et  proposal  also  calls  for  the  termination  of  the  GNMA 
taiiiiwii  programs. 

Giren  the  condition  of  the  housing  and  mortgage  markets,  these 
propoBals  onld  adversely  affect  the  already  beleaguered  botmng 
sector  and,  therefore,  should  be  rejected  Furthermore,  in  terms  ^ 
the  serious  budget  deficit  facing  tiie  administration  and  the  Con- 
groB,  ifae  proposal  to  cut  the  level  of  GNMA  commitment  aathofn- 
tv  is.  in  fact,  coonterprodactive,  since  it  could  result  in  lower  oeg»- 
tivie  OBtia^  being  generated  by  this  program. 

ODTentiy,  c/ar  Nations  homing  industry  is  in  its  deepest  rect$h 
sioo  SEDoe  World  War  IL  Private  sn^e4analy  haoaing  starts  are  at 
one  of  the  lowest  ieveis  oo  recont  Unempkfyment  in  the  ooRStrue- 
tioo  induaui  has  reached  over  Ih  percent  and  is  likely  to  go 
higher,  IkuUttiik  are  being  fopced  oat  of  business  in  record  manben 
aod  cuiiireiu  s  being  eaqiresoed  in  several  parts  of  the  oouitfy  that 
the  baJMcr  Tnfrasrroctqre  is  beiHg  eroded 
The  probiexB.  am  we  are  all  well  aware^  is  the  lack  of  adequate 
credit  at  an  aBordaioie  price.  GXSlA's  two  basic  pn^ 
spedBeaHj  dfsiggifd  to  address  this  prrMtrnt.  The 
IKUggjm  offers  xnserest  race  rebef  fifsr  seieeted  types  of  wm^ 
prodnetaoB.  wfaiLe  the  GXSiA  martgage-baeked  semrities 
acsracts  imr  sdotch  of  credit  to  the  remdenciak  mmrtgagit 
aad.  bw  doing  so.  iamev§  the  owerafi  omc  cf  bmttmmg. 
warn  Magejc;  thac  ttae  maa^utt  tfBatsaoBs^  atitmg  from  tins 
ledcGce  dse  oosc  ot  mar:gaige  tmiit  bf  m  much  aa  ^  «>f  I 
a»  me  bonuwei. 

cixiae  meed  ibr  and  soeeeai  of  these  prugFama.  irtty  cM 
back  §a  itaasscaLjw  in  5seai  3««ar  13^3— due  iwy  ^ima  tkat  the 

— wS  ae  canaed  SB  ^  \u^  lead  '»r  NaeuMt  t#yw»rd  a 

ic  f  ggiiMery? 
Fmt  bsdi  3SBL  prxmsmmc  as  -m^  as  twuin^arf  scaadimiie.  ti;^  pr/v 
s  n^Doe  GSSMAi  miKt^a^sHMheked  ieeirxf  eiimautm^nt 
f  difficult  XA  jatatf.  Tfe:  praoMai  v>  <$iiminat:«r  vmo^gfx  in 
sar  13^  raises  smoos  <qpi;kf  (mmderaCHi^ 
ft— I  a  gfciiiWtwLiiiai  jt  mwdyiint.  the  idea  5f  Aiftaig  fssMpa- F^ 
erad  tfmff^mis  ad  ?aspsiiaibdxQes  »  dia  prtaasa  i 


Rai9€MMS.F<^ 

Digitized  by  VjOOQIC 


2180 


possible  has  considerable  merit.  However,  there  is  no  convincing 
evidence  that  the  private  sector  is  capable  of  filling  the  void  which 
would  be  created  by  the  proposed  reductions  in  GNMA  activity. 

Today,  the  two  principal  alternatives  to  the  GNMA  programs  are 
offered  by  its  sister  agencies — the  Federal  Home  Loan  Mortgage 
Corporation  (FHLMC)  and  the  Federal  National  Mortgage  Associ- 
ation (FNMA).  These  agencies,  however,  are  facing  their  own  fi- 
nancing problems  which  could  severely  limit  their  ability  to 
expand  their  secondaiy  market  roles  sufficiently  to  offset  the  pro- 
p<»ed  cutbacks  at  GNMA.  The  thrift  industry  certainly  does  not 
appear  to  be  in  a  position  to  significantly  expand  its  mortgage  pur- 
chase or  lending  activities,  nor  does  the  private  mortgage-backed 
securities  market  appear  to  be  growing  as  rapidly  as  had  been  an- 
ticipated. The  dollar  volume  of  publicly  offered,  truly  private,  mort- 
gage backed  securities,  net  of  the  so-called  tax-exempt  mortgage 
revenue  securities,  has  shown  in  fact  very  little  growth. 

As  I  mentioned  earlier,  the  special  assistance  function  or  the  so- 
called  tandem  programs  will  be  eliminated  under  the  administra- 
tion's budget  proposal.  No  new  commitments  are  planned  for  fiscal 
year  1983.  Lcust  vear  the  administration  requested  $3.6  billion  in 
commitment  authority  to  permanently  finance  projects  that  were 
in  various  stages  of  FHA  insurance  processing.  However,  the  Con- 
gress approved  only  $1,973  billion  of  the  administration's  request 
and  reopened  the  FHA  processing  pipeline  to  allow  additional  proj- 
ects to  become  eligible  to  compete  for  the  scarce,  below  market  rate 
tandem  commitments. 

A  total  cutoff  of  tandem  funds  in  fiscal  year  1983  raises  two  im- 
portant issues.  First,  what  will  be  the  source  of  permanent  funding 
for  tandem-eligible  multifamily  projects?  Second,  is  the  issue  of 
equity.  The  aoministration  based  its  fiscal  year  1982  tandem  re- 
quest, in  part,  on  equity  considerations.  This  issue  is  just  as  valid 
this  year  and  may  be  somewhat  stronger  since  Congress  mandated 
the  reopening  of  the  processing  pipeline. 

In  testimony  last  year,  the  administration  defended  the  eventual 
elimination  of  tandem  based  partly  on  its  projections  that  by  fiscal 
year  1983  interest  rates  would  have  dropped  sufficiently  to  allow 
the  market  to  provide  adequate  financing.  Interest  rate  forecasts 
have  been  substantially  revised  over  the  past  12  months  and  there 
is  no  certainty  that  there  will  be  a  viable  alternative  to  tandem  in 
fiscal  year  1983.  At  a  minimum,  the  argument  can  be  made  that 
this  program's  phaseout  should  be  postponed  for  a  year  in  order  to 
provide  more  time  for  interest  rates  to  drop  and  to  afford  those  de- 
velopers that  were  given  the  opportunity  to  apply  but  missed  their 
tandem  funding  in  fiscal  year  1982  the  same  treatment  afforded 
those  that  were  unsuccessful  in  obtaining  necessary  funding  in 
fiscal  year  1981. 

While  the  tandem  programs  do  involve  a  direct  Federal  subsidy 
and  thus  may  add  to  the  Federal  deficit,  the  GNMA  mortgage 
backed  securities  program  does  not. 

During  the  12  years  this  program  has  been  in  operation,  it  has 

helped  to  provide  home  financing  for  nearly  4  million  American 

families.  It  has  become  the  lifeblood  of  the  mortgage  banking  in- 

-y  and  it  has  helped  to  stimulate  jobs  in  the  construction,  ap- 

Guice,  textile,  furniture,  and  related  industries. 
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This  program  operates  with  a  minimum  of  red  tape  and  is  actu- 
arially sound.  In  fact,  its  reserves  increased  by  more  than  $90  mil- 
lion in  fiscal  year  1981  alone.  This  program,  which  has  not  cost  the 
Americ£tn  taxpayer  $1  in  tax  revenue  is,  in  my  opinion,  the  most 
successful  housing  program  ever  authorized  by  Congress. 

Now,  one  justification  that  has  been  advanced  for  the  proposed 
reduction  in  commitment  levels  is  the  introduction  of  GNMA-like 
mortgage  backed  securities  programs  by  the  Federal  Home  Loan 
Mortgage  Corporation  and  the  Federal  National  Mortgage  Associ- 
ation. Although  we  all  hope  that  the  FHLMC's  and  FNMA's  pro- 
grams will  be  successful  in  expanding  the  volume  *of  credit  availa- 
ble for  conventional  as  well  as  Government-underwritten  mort- 
gages, these  programs  do  not  appear  to  be  able  to  substitute  for 
GNMA  in  the  near  future.  Up  to  this  time,  there  has  not  been  one 
issue  of  mortgage  backed  securities  placed  by  these  agencies  which 
were  backed  by  newly  originated  loans. 

In  justifying  the  proposed  reduction  in  GNMA  commitment  au- 
thority, much,  too,  has  been  made  of  the  fact  that  issuers  have  not 
requested  $68  billion  commitment  authority  in  past  years.  While  it 
is  true  that  GNMA  has  never  used  $68  billion  in  commitment  au- 
thority in  any  year,  part  of  the  explanation  recently  lies  in  the 
state  of  the  market  and  the  belief  on  the  part  of  mortgage  origina- 
tors and  packagers  that  sufficient  authority  would  always  be  avail- 
sble. 

My  guess  is  that  if  the  Congress  approves  a  level  of  commitment 
authority  substantially  below  what  is  perceived  by  the  market  as 
needed,  issuers  will  attempt  to  hoard  these  12-month  commitments 
by  buying  up  as  many  as  they  can  afford  and  qualify  for  at  the  end 
of  this  fiscal  year.  Those  that  are  unable  to  hoard  sufficient  com- 
mitments are  likely  to  request  as  many  as  possible  at  the  begin- 
ning of  fiscal  year  1983,  as  a  hedge  against  rising  production  and 
further  cuts  by  the  administration.  This  could  conceivably  exhaust 
the  $38.4  billion  level  early  in  the  fiscal  year. 

If  GNMA  were  to  exhaust  its  commitment  authority,  even  tem- 
porarily severe  disruptions  could  result.  Homebuilders,  lenders, 
and  realtors  rely  on  a  steady  flow  of  credit  and  the  ability  to  plan 
ahead.  The  sensitive  futures  and  options  markets  would  also  be  dis- 
rupted by  an  interruption  in  the  supply  of  new  securities. 

To  prevent  this  occurrence,  GNMA  might  be  forced  to  implement 
a  complicated  allocation  system.  This  could  require  a  larger  staff 
and  involve  more  red  tape — something  that  I  think  none  of  us 
wants  to  see. 

As  the  figures  on  the  attached  table  indicate,  the  admii 
is  proposing  that  the  market  immediately  adopt  to  a  sharp 
in  the  ratio  of  GNMA  commitments  obtained  to  securii 
Over  the  past  4  fiscal  years  (1978-81),  this  ratio  has  i 
2.1  to  1  in  fiscal  year  1978  to  2.75  to  1  in  fiscal  year  198u. 

Historically,  this  ratio  has  averaged  better  than  2  to  1.  Rl 
tors  contribute  to  this  relationship  but  most  importantly 
reflects  the  need  of  mortgage  bankers,  such  as  Bankers 
Corp.,  to  hedge  their  loan  purchase  and  production  activity.  . 
straining  the  ability  of  firms  to  cover  their  mor  d      ti 

proposal  could  reduce  the  level  of  activity  in  t 
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The  two  main  reasons  why  commitments  often  exceed  guaran- 
tees are  overestimation  of  production  and  changes  in  secondary 
market  prices.  If  Bankers  Mortgage  Corp.,  for  example,  commits  to 
purchase  up  to  $50  million  in  FHA/VA  loans  frOm  an  originator, 
we  will  immediately  obtain  a  GNMA  commitment  to  cover  our 
standby  exposure.  However,  the  seller  may  be  able  to  deliver  only 
$25  million  because  of  its  inability  to  originate  loans  as  rapidly  as 
anticipated. 

Even  these  $25  million  would  never  be  used  by  us  to  back  a 
GNMA  security  .if  the  prices  offered  by  FNMA  or  some  other  sec- 
ondary market  purchaser  rise  above  the  GNMA  security  price. 
Thus,  we  could  have  obtained  a  $50  million  GNMA  commitment 
for  a  legitimate  purpose,  that  of  hedging,  yet  never  use  it.  Howev- 
er, had  sufficient  commitment  authority  not  been  available,  this 
transaction  might  never  have  taken  place. 

Finally,  the  administration  has  proposed  a  new  fee  structure  for 
the  GNMA  program.  Certainly,  we  can  appreciate  the  need  for  a 
fee  to  cover  the  cost  of  delivering  a  service.  The  new  $250  fee  for 
first-time  issuers  in  this  regard  appears  to  be  justified.  However,  I 
do  not  believe  the  administration  can  justify  from  a  cost-to-Govern- 
ment  standpoint  the  escalating  fee  for  commitments.  It  is  my  un- 
derstanding that  the  present  fee  of  $500  per  commitment  is  suffi- 
cient to  off*set  the  processing  costs  incurred  by  GNMA.  I  doubt  that 
the  new  fee  structure  will  work  as  an  allocator  of  GNMA's  commit- 
ment authority  because  issuers  will  pay  whatever  is  necessary  to 
obtain  the  commitments  they  need  and  then  pass  the  higher  costs 
on  to  the  homebuying  public. 

As  our  economy  moves  toward  eventual  recovery,  the  housing  in- 
dustry will  be  called  on  to  play  an  important  role.  Without  the  nec- 
essary tools  at  its  disposal,  such  as  sufficient  GNMA  commitment 
authority,  the  anticipated  expansion  in  housing  will  be  delayed. 
Therefore,  I  urge  this  subcommittee  to  postpone  the  termination  of 
the  tandem  program  for  1  year  and  to  approve  a  higher  level  of 
mortgage  backed  security  commitment  authority  than  has  been 
propped  by  the  administration. 

This  concludes  my  prepared  remarks.  I  will  be  happy  to  answer 
any  questions  you  may  have  regarding  my  statement. 

[Mr.  Taylor's  prepared  statement  follows:] 
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Currently,  our  nation's  housing  industry  is  in  its  deepest  recession 
SINCE  World  War  II.  Private  single-family  housing  starts  are  at  one  of 

THE  lowest  levels  ON  RECORD.  UNEMPLOYTeiT  IN  TTiE  CONSTRUCTION  INDUSTRY 
HAS  REACHED  OVER  18  PERCENT  AND  Is'lIKELY  TO  GO  HIGHER.  BuiLDERS  ARE 
BEING  FORCED  OUT  OF  BUSINESS  IN  RECORD  NUMBERS  AND  CONCERN  IS  BEING 
EXPRESSED  IN  SEVERAL  PARTS  OF  THE  COUNTRY  1W(T  THE  BUILDER  INFRASTRUC- 
TURE IS  BEING  ERODED.  ThE  PROBLEM  AS  V€  ARE  ALL  AWARE  IS  THE  LACK  OF 
ADEQUATE  MORTGAGE  CREDIT  AT  AN  AFFORDABLE  PRICE.  GNflft's  TWO  BASIC 
PROGRAMS  V€RE  SPECIFICALLY  DESIGNED  TO  ADDRESS  THIS  PROBLEM.  ThE  TaNDEM 

Program  offers  interest  rate  relief  for  selected  types  of  multifamily 

PRODUCTION,  WHILE  THE  GH^  I'IoRTGAGE-BaCKED  SECURITIES  PROGRAM  ATTRACTS 
NEW  SOURCES  OF  CREDIT  TO  THE  RESIDENTIAL  MORTGAGE  MARKET,  AND,  BY  DOING 
SO,  LOWERS  THE  OVERALL  COST  OF  BORROWING,  STUDIES  NOW  SUGGEST  THAT  THE 
MARKET  EFFICIENCIES  ARISING  FROM  THIS  PROGRAM  REDUCE  THE  COST  OF  MORTGAGE 
CREDIT  BY  AS  MUCH  AS  ONE-HALF  OF  ONE  PERCENT  TO  THE  BORROWER. 

In  view  of  the  need  for  and  success  of  these  programs,  why  cut  THEM  BACK 

so  drastically  in  fy1983  ~the  very  time  that  the  housing  seaor  will  be 
counted  on  to  help  lead  our  nation  toward  a  strong  economic  recovery? 

From  both  an  economic  as  well  as  budgetary  standpoint,  the  proposal  to 
reduce  ffwa's  mortgage-backed  security  commitment  level  is  difficult  to 
JUSTIFY.  The  proposal  to  eliminate  Tandem  in  FY1983  raises  serious 

EQUITY  CONSIDERATIONS. 
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A  TOTAL  CUT-OFF  OF  TaNDEM  FUNDS  IN  FY1983  RAISES  TWO  IMPORTANT  ISSUES. 

First,  what  will  be  the  source  of  permanent  funding  for  Tandem-eligible 

MULTIFAMILY  PROJECTS?  SECOND,  IS  THE  ISSUE  OF  EQUITY.  ThE  ADMINISTRATION 

BASED  ITS  FY1982  Tandem  request,  inpart,  on  equity  considerations.  This 
ISSUE  is  just  as  valid  this  year  and  may  be  somewhat  stronger  since 
Congress  mandated  ttie  reopening  of  the  processing  pipeline.  In  testimony 

LAST  year,  the  ADMINISTRATION  DEFENDED  THE  EVENTUAL  ELIMINATION  OF 

Tandem  based  partly  on  its  PROJEaioNs  that  by  FY1983  interest  rates 
would  have  dropped  sufficiently  to  allow  the  market  to  provide  adequate 
financing.  Interest  rate  forecasts  have  been  substantially  revised  over 
the  past  tv€lve  months  and  t>€re  is  no  certainty  that  there  will  be  a 

VIABLE  ALTERNATIVE  TO  TaNDEM  IN  FY1983.  At  A  MINIMUM,  THE  ARGUMENT  CAN 
BE  MADE  THAT  THIS  PROGRAM'S  PHASE  OUT  SHOULD  BE  POSTPONED  FOR  A  YEAR 
INORDER  TO  PROVIDE  MORE  TIME  FOR  INTEREST  RATES  TO  DROP  AND  TO  AFFORD 
THOSE  DEVELOPERS  THAT  WERE  GIVEN  THE  OPPORTUNITY  TO  APPLY  BUT  MISSED 

THEIR  Tandem  funding  in  FY1982  the  same  treatment  afforded  those  tthat 

WERE  UNSUCCESSFUL  IN  OBTAINING  NECESSARY  FUNDING  IN  FY1981. 

WhiLE  THE  Tandem  programs  do  involve  a  direct  Federal  subsidy  and  thus 
may  add  to  the  federal  deficit,  the  gw^ia  mortgage-backed  securities 
Program  does  not. 

During  the  tvclve  years  this  program  has  been  in  operation,  it  has 
helped  to  provide  home  financing  for  nearly  ^  million  american  families. 

It  has  BECOME  THE  \lFE  BLOOD"  OF  THE  MORTGAGE  BANKING  INDUSTRY  AND  IT 
HAS  HELPED  TO  STIMULATE  JOBS  IN  THE  CONSTRUCTION,  APPLIANCE,  TEXTILE, 
FURNITURE  AND  RELATED  INDUSTRIES. 
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Those  that  are  unable  to  hoard  sufficient  coMMIT^ENTS  are  likely  to 

REQUEST  AS  MANY  AS  POSSIBLE  AT  THE  BEGINNING  OF  FY1983>  AS  A  HEDGE 
AGAINST  RISING  PRODUCTION  AND  FURTHER  CUTS  BY  THE  ADMINISTRATION.  ThIS 
COULD  CONCEIVABLY  EXHAUST  THE  $38.4  BILLION  LEVEL  EARLY  IN  THE  FISCAL 
YEAR.  If  GIiV\  V€RE  TO  EXHAUST  ITS  COMMITMENT  AUTHORITY,  EVEN  TEMPORARILY, 
SEVERE  DISRUPTIONS  COULD  RESULT.  HOMEBUILDERS,  LENDERS  AND  REALTORS 
RELY  ON  A  STEADY  FLOW  OF  CREDIT  AND  THE  ABILITY  TO  PLAN  AHEAD.  ThE 
SENSITIVE  FUTURES  AND  OPTIONS  MARKETS  WOULD  ALSO  BE  DISRUPTED  BY  AN 
INTERRUPTION  IN  THE  SUPPLY  OF  NEW  SECURITIES. 

To  PREVENT  THIS  OCCURRENCE,  QUA  MIGHT  BE  FORCED  TO  IMPLEMENT  A  COMPLICATED 
ALLOCATION  SYSTEM.  ThIS  COULD  REQUIRE  A  LARGER  STAFF  AND  INVOLVE  MORE 
"red-tape"  —SOMETHING  THAT  I  THINK  NONE  OF  US  WANTS  TO  SEE. 

As  FIGURES  ON  THE  ATTACHED  TABLE  INDICATE,  THE  ADMINISTRATION  IS  PROPOSING 
THAT  THE  MARKET  IfttDIATELY  ADOPT  TO  A  SHARP  CHANGE  IN  THE  RATIO  OF  (JWA 
COrtllTMENTS  OBTAINED  TO  SECURITIES  ISSUED.  OvER  THE  PAST  FOUR  FISCAL 
YEARS  (1978-81),  THIS  RATIO  HAS  RANGED  FROM  2.1  TO  1  IN  FY1978  TO  2.75 

TO  1  IN  FY1980. 

Historically,  this  ratio  has  averaged  better  than  2  to  1.  Many  factors 
contribute  to  this  relationship  but  most  importantly  this  ratio  reflects 
the  need  of  mortgage  bankers,  such  as  bankers  ^brtgage  corporation,  to 

HEDGE  THEIR  LOAN  PURCHASE  AND  PRODUCTION  AaiVITY.  By  RESTRAINING  THE 
ABILITY  OF  FIRMS  TO  COVER  THEIR  MORTGAGE  POSITIONS,  THIS  PROPOSAL  COULD 
REDUCE  THE  LEVEL  OF  ACTIVITY  IN  THE  SECONDARY  MARKET. 
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The  IVK)  MAIN  REASONS  WHY  COMMl-mENTS  OFTEN  EXCEED  GUARANTEES  ARE  OVER- 
ESTIMATION  OF  PRODUaiON  AND  CHANGES  IN  SECONDARY  MARKET  PRICES.   If 

Bankers  f'bRTGAGE  Corporation,  for  example,  commits  to  purchase  up  to  $50 

MILLION  IN  FHA/VA  LOANS  FROM  AN  ORIGINATOR,  WE  WILL  IMMEDIATELY  OBTAIN  A 
G|-V\  COMMITMENT  TO  COVER  OUR  STANDBY  EXPOSURE.  HoWEVER,  THE  SELLER  MAY 
BE  ABLE  TO  DELIVER  ONLY  $25  MILLION  BECAUSE  OF  ITS  INABILITY  TO  ORIGINATE 
LOANS  AS  RAPIDLY  AS  ANTICIPATED.  EVEN  THESE  $25  MILLION  WOULD  NEVER  BE 
USED  BY  US  TO  BACK  A  6W1A  SECURITY  IF  THE  PRICES  OFFERED  BY  FNi^V\  OR  SOME 
OTHER  SECONDARY  MARKET  PURCHASER  RISE  ABOVE  THE  QfW  SECURITY  PRICE. 

Thus,  we  could  have  obtained  a  $50  million  GfWft  commitment  for  a  legitimate 

PURPOSE  (hedging),  YET  NEVER  USE  IT.  HoWEVER,  HAD  SUFFICIENT  COMMITMENT 
AlHHORITY  NOT  BEEN  AVAILABLE,  THIS  TRANSACTION  MIGHT  NEVER  HAVE  TAKEN 
PLACE. 

Finally,  the  Ministration  has  proposed  a  new  fee  structure  for  the 
GifV\  PROGRAM.  Certainly,  we  can  appreciate  the  need  for  a  fee  to  cover 
the  cost  of  delivering  a  service.  The  new  $250  fee  for  first-time 
issuers  in  this  regard  appears  to  be  justified.  However,  I  do  not 

BELIEVE  THE  ADMINISTRATION  CAN  JUSTIFY  FROM  A  COST-TO-GOVERNMENT  STANDPOINT 
THE  ESCAUTING  FEE  FOR  COMMI^mENTS.   It  IS  MY  UNDERSTANDING  THAT  THE 
PRESENT  FEE  OF  $500  PER  COMMITMENT  IS  SUFFICIENT  TO  OFFSET  THE  PROCESSING 
COSTS  INCURRED  BY  SUA.   I  DOUBT  THAT  THE  NEW  FEE  STRUCTURE  WILL  WORK  AS 
AN  ALLOCATOR  OF  QilA'S  COMMITMENT  AUTHORITY  BECAUSE  ISSUERS  WILL  PAY 
WHATEVER  IS  NECESSARY  TO  OBTAIN  THE  COTtllTMENTS  THEY  NEED  AND  THEN  PASS 
THE  HIGHER  COSTS  ON  TO  THE  HOMEBUYING  PUBLIC. 
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in  their  protfolios  as  portfolio  investments.  Without  elaborating,  we 
know  what  this  system  has  done  to  the  thrift  institutions.  We  can 
also  predict  that  prospectively,  while  thrifts  will  begin  to  be  deeply 
involved  in  housing,  their  involvement  will  be  in  the  origination 
and  servicing  of  loans  and  not  as  a  portfolio  investor. 

The  long-term  capital,  formerly  provided  by  thrifts,  must  in  the 
future  come  from  the  general  capital  markets.  In  the  past,  the  only 
access  that  mortgages  have  had  to  the  general  capital  markets  has 
been  through  GNMA.  certificates.  Until  the  past  2  years,  there  has 
been  no  burning  need  for  a  counterpart  vehicle  to  market  conven- 
tional loans. 

Obviously,  that  burning  need  now  exists.  It  is  being  met  in  part 
by  the  conventional  mortgage  bank  security  programs  that  were  re- 
cently initiated  by  FNMA  which  our  industry  not  only  heartily  ap- 
'  plauded  but  as  an  industry  we  have  heartily  endorsed. 

Incidentally,  Mr.  Chairman,  as  someone  not  related  to  FNMA, 
but  having  dealt  with  FNMA  over  a  period  of  years,  I  would  like  to 
simply  go  on  record  as  saying  that  I  think  Mr.  Maxwell  and  his 
new  team  have  done  a  tremendous  job  of  not  only  doing  what 
FNMA  is  supposed  to  be  doing  but  of  innovating  and  creating  new 
programs  that  are  designed  to  not  only  help  FNMA  get  over  its 
own  problems  but  also  help  housing.  It  has  really  been  a  pleasure 
for  us  as  suppliers  to  FNMA  to  work  with  them. 

In  addition  to  the  FNMA  program,  of  course,  there  have  been 
other  proposals.  The  Federal  Home  Loan  Mortgage  Corporation 
seeks  legislation  to  restructure  itself  to  get  into  a  similar  prpgram. 
There  have  been  a  number  of  private  companies  such  as  ourselves, 
others  in  our  own  industry,  and  a  number  of  investment  bankers 
that  have  arranged  for  private  placement  of  mortgage  backed  secu- 
rities with  pension  funds  and  other  institutional  investors.  The  suc- 
cesses of  these  issues  demonstrate  that  conventional  loans  are 
viewed  as  acceptable  investments  by  the  capital  markets,  and  that 
conventional  mortgage  backed  securities  will  flourish  if  they  are 
only  given  a  structure  which  will  simplify  registration  and  sale 
under  Federal  and  state  securities  laws,  which  will  clarify  the  au- 
thority of  pension  funds  and  other  institutional  investors  to  buy 
and  hold  these  securities  and  will  eliminate  a  number  of  trouble- 
some and  vexing  income  tax  questions. 

This  has  not  existed  in  the  past  and  it  doesn't  exist  now  because 
there  has  been  no  need  for  it  in  the  past.  In  fact,  the  demonstrated 
acceptability  of  securities  by  conventional  loans  leads  to  the  conclu- 
sion that  the  private  sector's  ability  to  contribute  to  the  resuscita- 
tion of  housing  should  be  emphasized  and  that  there  is  really  not 
any  need  to  reemphasize  government  involvement  in  the  financing 
and  marketing  of  unsubsidized  home  loans. 

In  fact,  such  Government  involvement  may  now  be  reduced.  We 
believe  that  Government  involvement  should  be  reduced  because, 
as  I  said  earlier.  Government  credit  demands  both  direct  and  indi- 
rect, do  adversely  impact  the  costs  of  money  for  all  borrowers. 

Government  involvement  may  be  reduced  without  adverse  conse- 
quences to  housing.  As  we  point  out  in  our  full  statement,  the  pri- 
vate sector  has  ample  capacity  to  pick  up  the  unsubsidized  business 
of  the  FHA  so  that  it  can  be  redirected  to  its  original  purpose  of 
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tiiOBe  bmiiiwub  idio  cannot  be  eoonomkally  served  by 
llie  prh^ate  sector. 

Abo  as  pointed  out  in  oor  fnU  slatenKnt,  any  bonower  who 
qualifies  for  an  FHA  unsubsidiaed  loan  would  qualify  for  a  oonvm- 
tianal  privately  insured  financed  loan.  Given  equal  access  to  the 
oypital  markets,  that  is  very  important,  given  equal  access  to  the 
capital  markets,  conventional  loans  idiidi  are  r^xesented  by  con- 
ventional mortgage  badced  securities  are  as  aoc^itaUe  as  mortgage 
rdated  securities  as  GNMA  certificates. 

Therefore,  we  mi^  that  action  be  tafcoi  to  fodlitate  the  deveiop- 
ment  of  a  structure  and  market  for  conventional  mortgage  badced 
securities  and  we  support  the  administration's  recommended  limits 
for  fiscal  year  1983  on  the  financing  authcHity  of  the  FHA  and 
GNMA.  l^ese  limits  as  ^mpoeed  are  $35  Inllicm  ftnr  the  FHA  and 
$3&4  billion  for  GNMA. 

We  note  tlutt  both  amounts  are  substantially  in  excess  of  the 
amount  oT  business  that  either  agmcy  is  likely  to  ccmduct  There- 
fore»  the  impoaiticm  of  these  limits,  in  our  opinicm,  will  not  create 
any  fiirther  hardship  on  or  disrupdim  in  the  housing  maiket.  At 
the  same  time,  and  equally  important  as  HUD  Secretary  Pieice 
pointed  out  in  his  testimcmy  yest^ilay  before  the  Soiate  Housing 
SubccMnmittee,  these  realistic  and  practical  limits  wiU  send  to  the 
market  a  signal  that  there  is  ample  room  for  private  alternatives 
to  grow  and  prosper. 

With  reelect  to  ^edfic  legislation,  I  think  rather  than  comment 
with  reelect  to  specific  bills,  I  would  just  like  to  make  some  gener- 
al observatiims. 

First  of  all,  we  are  very  encouraged  by  the  fact  that  there  has 
been  a  number  of  housing  stimulant  bills  proposed  both  in  this  sub- 
committee and  in  the  Senate  subcommittee.  I  am  sure  that  in  the 
wiadcMn  of  the  House  and  the  Senate,  an  acceptable  bill  will  come 
forth.  I  would  like  to  make  the  observation,  first  of  all,  that  the  pri- 
vate sector's  involvement  should  not  be  precluded. 

For  example,  Mr.  Chairman*  in  H.R  5731,  I  think  a  substantial 
emphasis  is  put  on  revitalizing  section  235  which  would  involve  the 
FHA  substantially.  Since  section  235  was  first  used  back  in  the 
midsixties,  I  believe  that  the  private  sector  has  grown  substantially 
and  the  private  mcHigage  finance  companies  not  have  only  the  ca- 
pability of  financing  those  loans  but  could  do  an  excellent  job  of  it 

Further,  I  would  also  suggest  that  perhaps  some  of  the  limits 
that  have  been  imposed  on  FNMA  and  FHLMC  purchasing  author- 
ity mi^t  not  be  appropriate.  I  believe  the  market  requires  all  of 
t^  flexibility  that  it  can  possibly  get  in  the  ability  of  anyone  who 
can  afiTord  to  purchase  loans  to  do  just  that  job. 

That  concludes  my  remarks  and  I  am  available  for  questions. 
Thank  you  very  much,  again,  for  this  opportunity. 

Mr.  Gonzalez.  That  you,  Mr.  Waldo. 

Mr.  Whiteside. 

[Mr.  Waldo's  prepared  statement,  on  behalf  of  the  Mortgage  In- 
surance Companies  of  America,  follows:] 
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STATEMENT   OF   ROBERT   L.   WALDO,   PRESIDENT,   MORTGAGE   INSURANCE 
•COMPANIES  OF  AMERICA*  BEFORE  THE  HOUSE  HOUSING  SUBCOMMITTEE  IN 
REGARD  TO  1982  HOUSING  LEGISLATION. 

March  31.  1982 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

My  name  is  Robert  L.  Waldo  and  I  appear  before  you  as 
President  of  the  Mortgage  Insurance  Companies  of  America,  a  trade 
association  of  private  mortgage  insurance  companies.  Of  the 
fifteen  companies  presently  writing  mortgage  insurance  thirteen 
are  members  of  this  Association.  Our  members  represent  a  98% 
share  of  the  private  mortgage  insurance  market. 

I  am  also  President  and  Chief  Operating  Officer  of 
Verex  Assurance,  Inc.  with  home  offices  in  Madison,  Wisconsin. 
My  company  writes  mortgage  insurance  in  50  states,  Puerto  Rico, 
and  the  District  of  Columbia. 
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(GNMA)  certificates  distributed  directly  into  the  general  capital 
markets.  It  is  now  clear  that  the  housing  finance  institutions 
are  being  reforged  in  the  current  economic  environment,  as  thrift 
institutions  have  found  that  the  risk  of  wide  fluctuations  in 
interest  rates  precludes  them  from  supporting  an  asset  base  made 
up  of  long-term  debt  with  liabilities  made  up  of  short-term, 
volatile  deposits.  Hence,  in  the  future  the  capital  markets  must 
provide  the  bulk  of  the  funds  previously  available  to  housing 
through  portfolio  lenders,  as  well  as  that  already  being  provided 
through  the  non-portfolio  lenders. 

In  the  most  recent  50  years  of  development  of 
securities  regulation  and  the  capital  markets  generally,  there 
has  been  no  need  to  provide  a  means  of  publicly  marketing 
conventional  loans.  The  need  for  that  capability  now  exists,  and 
creating  the  capability  will  require  a  comprehensive  approach. 

Whole  loans  are  suitable  investments  for  portfolio 
lenders,  but  are  unwieldy  as  investments  for  other  institutions 
which  represent  major  sources  of  future  mortgage  funding.  Under 
current  securities  registration  laws  and  regulations,  almost 
ins-urmountable  problems  stand  in  the  way  of  creating  a  "security" 
backed  by  conventional  loans.  The  means  must  be  found  for 
allowing  conventional  loans  to  have  free  and  adequate  access  to 
the  capital  markets  without  burdensome  and  unnecessary 
registration  requirements. 
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conventional  mortgage-backed  securities  with  certain  FNHA 
guarantees;  and  because  of  FNMA's  history  and  structure  its 
securities  will  find  acceptance  in  the  marketplace  and  nany  of 
the  inhibitions  listed  earlier  will  be  avoided.  Similarly,  the 
Federal  Home  Loan  Mortgage  Corporation  (FHLMC)  has  proposed 
amendments  to  its  charter  that  will  allow  it  to  operate  programs 
similar  to  those  of  FNMA,  which  likewise  will  have  the  benefit  of 
market  accessability  and  investor  familiarity.  However,  much 
more  needs  to  be  done,  and  it  is  our  hope  that  the  private 
sectors  concerned  can  agree  on  comprehensive  legislative 
proposals  that  would  provide  a  regulatory  structure  allowing  all 
conventional  housing  finance  free  access  to  the  capital  markets. 

The  problems  just  discussed  pertain  to  the  adequacy  of 
the  supply  of  capital  for  housing.  A  problem  of  equal  proportion 
is  the  ability  of  borrowers  to  afford  the  cost  of  home  financing 
in  today's  economy.  We  suggest  that  the  continuation  —  and 
particularly  an  expansion  —  of  federal  involvement  in  housing 
credit  guarantees  will  serve  to  both  disrupt  the  flow  of  capital 
to  housing  through  conventional  sources,  and  to  increase  the  cost 
of  capital  to  all  borrowers.  Accordingly,  we  have  supported  the 
Administration's  proposals  to  place  limits,  in  FY1983,  on  the 
commitment  authority  of  both  the  FHA  and  GNMA.  We  believe  these 
limitations  will  have  no  adverse  effect  on  the  availability  of 
housing  or  mortgage  financing,  that  no  segment  of  the  public  will 
be  adversely  affected,  and  that,  in  fact,  such  limitations,  as 
one  of  the  many  steps  needed  to  curb  the  use  of  direct  federal 
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appraised  value.  The  FHA  mortgage  insurance  preniun  is  1/2  of  1% 
for  each  year  and  the  insurance  must  be  maintained  over  the  life 
of  the  loan. 


Background  on  the  Industry  and  its  Operations 

There  are  now  fifteen  companies  writing  mortgage 
insurance  in  what  has  become  a  highly  competitive  industry.  Our 
assets  aggregate  approximately  $2  billion,  and  our  financial 
solidity  is  based  on  a  contingency  reserve  which,  on  an 
aggregated  basis  at  December  31,  1981  was  approximately  $1 
billion.  These  reserves  are  accumulated  by  contributions  of  50% 
of  every  earned  premium  dollar  into  a  ten  year  reserve  which 
cannot  be  withdrawn  without  the  approval  of  the  state  regulator 
and  then  only  if  losses  exceed  35%  of  earned  premiums. 

Since  its  creation  in  1956«  the  private  mortgage 
insurance  industry  has  insured  over  3  million  loans.  The  bulk  of 
its  business  has  been  written  in  the  last  12  years.  At  December 
31,  1970,  the  industry  had  insurance  in  for-ce  on  approximately 
$7.3  billion  of  loans;  that  figure  increased  to  over  $114  billion 
at  December  31.  1981. 

Indicative  of  the  role  of  the  private  mortgage 
insurance  industry  in  today's  housing  market  is  the  record  of 
1981.   According  to  a  Harch  12,  1982  HUD  release,  in  1981  $97.3 
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goarootood.  Frivote  sortgoce  lasorers  insured  $lfi,6t  billioo  or 
19. 2t,  Bore  tbaa  the  FBI  aad  lA  eovbloed. 


The  Warket  Served  bj  Frigate  Wortgage  laswraace  €o«paale>  (WIC) 

The  Sabcoaaittee  should  be  aware  of  the  aarket  whieb  we 
serve  aad  how  it  coapares  with  that  served  by  the  FIIA*s 
oBsubaidized  hoae  aortgage  iasuraaee  programs,  A  eoaparisoa 
follows,  based  upoa  1981  data,  to  show  current  perforaaaee 
betweea  the  iasuring  activities  of  private  aortgage  insurers  and 
the  basic  FBI  203(b)  prograa.  Ualike  previous  years  FBA  does  not 
have  available  at  preseot  data  for  the  last  t%»o  quarter"^  of  the 
previous  year.  Therefore,  the  following  statistics  are  based  on 
the  available  FBA  and  HIC  data  for  the  first  two  quarters  of 
1981. 

During  this  six  aonths,  36%  of  our  insurance  involved 
95%  loans.  In  that  tiae  only  33%  of  loans  in  the  basic  FHA 
prograa,  section  203.  involved  a  downpayaent  of  5%  or  less.  The 
average  downpayaent  for  our  industry  was  12%;  for  FHA  section 
203,  11%. 

In  the  first  half  of  1981,  53%  of  the  aortgages  we 
insured  were  for  less  than  $50,000.   At  the  same  tine,  59%  of  FHA 
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stction  203  mortgages  were  less  than  this  amount.  Our  average 
mortgage  in  1981  was  $51,640;  the  FHA*s,  $4i|,528.  In  comparing 
averages,  the  Subcommittee  should  bear  in  mind  two  important 
facts:  (1)  private  insurers  are  not  subject  to  any  mortgage 
limit,  while  the  FHA  is  subject  to  limits  that  range  from  $67,500 
to  $90,000;  and  (2)  35%  of  the  mortgages  we  insure  are  on  higher 
priced  new. construction  while  the  FHA*s  percentage  for  section 
203  new  construction  during  the  first  two  quarters  of  1981  was 
16. 7X. 

With  respect  to  credit  underwriting  standards,  ours  are 
not  materially  different  from  those  the  FHA  applies  to  its 
unsubsidized  programs.  For  example,  we  qualify  a  family  if 
housing  expenses  do  not  exceed  33%  of  gross  income;  the  FHA  uses 
35%  of  net  effective  income,  or  income  after  taxes.  While  the 
results  of  applying  a  pretax  or  after  tax  formula  might  be 
significant  in  individual  cases,  generally,  there  is  little,  if 
any  difference  in  the  family  income  requirements  to  purchase  a 
home  under  either  program. 

Invariably,  an  important  issue  raised  in  considering  a 
redirection  of  the  FHA*s  unsubsidized  home  mortgage  insurance 
programs,  is  the  extent  private  insurers  serve  the  urban  areas. 
In  1981,  32%  of  privately  insured  mortgages  involved  homes 
located  in  urban  areas,  61%  in  the  suburbs  and  the  balance  in 
either  rural  or  resort  areas.  Under  the  FHA  section  203  program, 
using  HUD*s  own  statistics,  in  1981,  55%  were  located  in  the 
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tht  FHA'8  unsubsidiztd  progran  or  the  private  nortgage  insu *anoe 
business.  Rather,  it  is  an  indication  that,  due  to  today's  home 
af fordability  problem,  loans  to  borrowers  below  certain  income 
levels  cannot  be  prudently  insured  in  an  actuarially  sound 
program.  Insured  loans  for  these  borrowers  can  only 
realistically  be  provided  through  a  subsidy  program  which 
reflects  Congressional  policy  as  to  application  of  resources  to 
be  devoted  to  subsidies.  However,  these  facts  rebut  arguments 
that  the  FHA  unsubsidized  programs,  not  private  mortgage 
insurers,  serve  low  income  families. 

All  available  data  demonstrate  that  the  private 
mortgage  insurance  industry  and  the  FHA  unsubsidized  programs 
B9rv  essentially  the  same  market.  We  believe,  therefore,  based 
on  the  capacity  we  have  built  since  the  inception  of  the  industry 
twenty-five  years  ago,  that  a  redirection  of  FHA's  unsubsidized 
role  to  areas  of  the  market  not  served  by  private  enterprise 
would  not  adversely  impact  the  availability  of  housing  to  any 
segment  of  the  market.  Our  industry  was  created  on  the 
experience  of  the  FHA,  and  our  success  is  a  testimonial  to  the 
contribution  made  by  this  agency  since  its  inception  48  years 
ago. 

Industry  Capacity  to  Absorb  the  FHA  Market 

I  Just  made  the  point  that  our  industry  has  the 
capacity  to  absorb  the  FHA  unsubsidized  home  market,  and  I  would 
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for   $35   blllioB   canltaeat   authority   for   FT19S3. 

Ve       arce       tbe       Subcoaalttee       to       reoosatte        th«it 
proliferatiBC    Federal    loan    cuaraatee    profraas    prevent    effect tv« 
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control  of  government  borrowing;  and  are  a  major  factor  in 
generating  upward  pressure  on  interest  rates.  High  interest 
rates  depress  all  sectors  of  the  housing  market  and  are  paid  for 
by  all  borrowers  including  those  obtaining  Federally-guaranteed 
loans.  The  Administration  deserves  your  support  in  its  efforts 
to  carefully  evaluate  the  credit  needs  of  FHA  and  all  guarantee 
programs. 

In  considering  the  adequacy  of  the  FHA*8  $35  billion 
cap  for  Fyi983t  note  that  private  insurers  insured  50t  more 
mortgages  than  the  FHA  in  calendar  1981.  and  the  total  dollar 
volume  of  mortgages  insured  by  our  Industry  was  $18.7  billion  - 
about  half  of  what  the  Administration  has  recommended  for  the 
FHA. 

The  Administration's  request  for  a  $35  billion  cap  for 
FHA  mortgage  insurance  authority  is  premised  on  a  desire  to 
redirect  FHA^s  unsubsidized  home  mortgage  insurance  authority 
(about  80t  of  the  agency's  activity)  to  areas  of  the  market  not 
served  adequately  at  this  time  by  the  private  sector.  We 
strongly  urge  the  Subcommittee  not  to  assume  that  this 
redirection  will  constitute  a  disruption  of  the  mortgage  market 
at  this  time  when  the  housing  industry  Is  in  a  recession.  The 
private  mortgage  insurance  industry  has  the  capacity  to  assume 
most  if  not  all  of  the  present  FHA  home  mortgage  insurance 
activities  as  explained  in  detail  later  in  this  statement. 
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Redirgction   of   tht   FHA 

According     to      th«     Pr«sidtnt*s     Budgtt     Mtiitt|t     tht 

Administration  proposes  to  rtdirtot  FHA*g  ungubsldlttd  homt 
mortgage  insurance  programs  to  first  timt  homtbuytrtt  ttnd  inntt* 
cities.  We  strongly  recommend  that  the  Congress  support  ihlt 
recommendation . 

This    redirection    is    consistent    with  the    reoommendation 

of    the    Task    Force    on    Housing    Credit    Programs  of    the    Frtaldfrii'i 

Housing  Commmission  (subsequently  approved  by  the  Cofiinia»iori)  ai 
follows: 


"In  view  of  the  dtvtlopfitnt  of  a 
strong  private  mortgagt  in§urano9  lfidustry« 
FHA  should  increasingly  coiipltiitnt «  rather 
than  compete  with,  tht  private  f»arket« 
Further  reliance  upon  tht  private  seetor  in 
the  Insurance  of  hows  •ortgtges  should  b« 
spurred  by  public  polley  designed  to 
redirect  the  FHA  progran.  *fHA  should 
operate  on  an  econoaleally  sound  basis  to 
provide  mortgage  Insursnee  only  where  the 
private  narket  is  unable  or  unwilling  to  do 
so." 


Specifically,  the  Administration's  budget  reooiNiHends 
Ltislt^lns  FHA'^s  operations  to  first  time  ho«ebi>y«rs  and  Irtrt^r 
eiciffs.  Vhlle  the  redirection  is  eoasr^ndable  and  we  su»6rt  tH« 
rctttrectlon,  i#«  da  not  concede  that  our  indostry  is  i»ri^b^l#  &f 
arn^lILlrig  ui  s«rve  first  time  hofli«fruyer»  ^n^  inrt#r  dlti##^  !># 
ar«     active     tn    both     market     arems^^        Thlrty-»sljf     ^f6€Ht     &f    &&f 
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insurance  in  1981  involved  5t  dotfnpaynents  '  and  these  were 
principally  first  time  honebuyers.  Thirty-six  percent  of  our 
insurance  in  1981  represented  127,248  first  time  homebuyers;  yet 
in  all  of  the  FHA  home  mortgage  insurance  programs,  the  agency  in 
1981  insured  175,052  mortgages.  If  two-thirds  of  these  were 
first  time  homebuyers,  our  industry  assisted  more  first  time 
homebuyers  in  1981  than  the  FHA. 

The  low  downpayment  first  time  homebuyer  does  not 
represent  a  neglected  market.  According  to  the  Primary  Mortgage 
Market  Survey  of  FHLMC  dated  March  19*  1982,  the  percentage  of 
lenders  offering  95t  loans  during  the  week  ending  March  19 
increased  sharply  to  GB.'tt  from  52. 5t  the  previous  month.  We  are 
pleased  that  our  industry  continues  to  play  a  predominant  role  in 
assisting  first  time  homebuyers  although  it  is  apparent  that  high 
interest  rates  and  resultant  af fordability  problems  continue  to 
bar  many  first  time  homebuyers  from  the  market,  regardless  of  the 
source  of  their  mortgage  insurance.  This  problem  must  be 
addressed  by  legislation  which  is  now  pending  before  this 
Subcommittee  which  would  help  bridge  the  af fordability  gap 
through  interest  rate  subsidies. 

FHA  Premiums 

The  Administration  has  recommended  changes  in  the  FHA 
premium  collection  process.  Loan  servicers  are  now  required  to 
remit  insurance  premiums  to  HUD  on  a  monthly  basis  as  collected 
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We  believe  that  the  Administration's  recommendation 
merits  the  support  of  the  Congress.  Certainly,  it  is  more 
consistent  with  prevailing  insurance  business  practices  and  the 
administrative  savings  resulting  from  such  a  procedure  cannot  be 
over-looked. 

The  FHA  Counter-Cyclical  Myth 

It  is  argued  that  the  FHA  is  available  throughout  the 
business  cycle  and  therefore  must  be  maintained  without  any  cap, 
as  a  counter-cyclical  device.  This  is  not  a  valid  argunent. 
Every  month  for  several  years,  with  the  exception  of  the  first 
two  months  of  1980  when  FHA  reaped  the  benefit  of  its  exemption 
from  state  usury  laws,  private  mortgage  insurers  have  insured 
more  mortgages  than  the  FHA.  Even  during  the  1973-75  recession 
our  industry  insured  more  home  mortgages  than  the  FHA. 

According  to  a  Congressional  Staff  Study  dated  November 
24,  1981  comparing  FHA  section  203(b)  with  private  insurance,  CBO 
noted  as  follows: 


"FHA-insured  mortgages  outstanding 
declined  during  the  1973-75  recession,  while 
MIC  mortgages  outstanding  grew,  but  at  a 
slower  rate  than  during  the  rest  of  the 
decade." 


In  1981,  certainly  a  depressed  housing  year,  private 
mortgage  insurers  insured  353«'t66  mortgages  on  1-  to  4-family 
homes,  more  than  FHA  (175,052)  and  the  VA  (lil2,180)  combined. 
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bound  to  not  only  crowd  out  non-govsrnmsnt   paper  but  sxert 
pressure  on  interest  rates  and  inflation. 

We  believe  that  the  Congress  should  support  the 
Adninistration*s  efforts  to  impose  sone  restraint  on  the  growth 
of  Federal  credit,  and  we  believe  that  this  can  be  acconplished 
without  any  disruption  of.  the  housing  narket  even  during  the 
recovery  which  we  expect  in  1983* 


FNMA  and  FHLMC 

Section  512  of  H.R.5731  would  inpose  a  limitation  on 
the  participation  interest  purchased  by  FNMA  and  FHLMC.  At 
present  these  secondary  narket  agencies  are  permitted  by  their 
present  charters  to  purchase  a  participatioh  up  to  the  maximum 
established  by  their  respective  charters  for  all  mortgages. 
Because  of  the  rapidly  changing  conditions  in  the  mortgage  market 
the  Congress  should  point  in  the  direction  of  less  regulation  - 
not  more.  We  view  section  512  as  an  undue  restriction  on  the 
secondary  market.  Under  this  section  the  participation  purchased 
would  have  to  be  added  to  the  portion  retained  by  the  lender  in 
applying  the  statutory  maximum.  Both  FNMA  and  FHLMC  are  required 
by  their  charters  to  be  governed  by  the  "purchase  standards 
imposed  by  private  institutional  mortgage  investors".  We  believe 
this  is  sufficient  and  view  section  512  as  an  unnecessary 
limitation  on  the  critical  secondary  market  activities  of  the  two 
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unnecessarily  increase  the  cost  of  the  bill,  and  the  exclusion  of 
the  conventional  mortgage  froD  any  participation.  We  also 
question  whether  all  of  the  authorized  funds  should  be  limited  to 
new  construction  because  the  sale  of  existing  homes  is  a  vital 
ingredient  to  the  revival  of  home  building. 

This   concludes  our  testimony,   and   I  welcome  the 
opportunity  to  respond  to  any  questions. 
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Chairman  Gonzalez.  Thank  you,  Mr.  Waldo. 
Mr.  Whiteside. 

STATEMENT  OF  WILLIAM  A.  WHITESIDE,  EXECUTIVE  DIRECTOR, 
NEIGHBORHOOD  REINVESTMENT  CORP. 

Mr.  Whiteside.  Mr.  Chairman  and  members  of  the  committee,  I 
would  like  to  submit  my  prepared  testimony  for  the  record  and 
make  a  very  brief  comment  on  the  highlights. 

I  am  speaking  in  support  of  the  committee's  recommended  au- 
thorization of  $15,512  million  for  fiscal  year  1983,  for  the  Neighbor- 
hood Reinvestment  Corp.  I  am  pleased  to  report  that  Neighborhood 
Housing  Services  programs  are  currently  serving  123  cities  and  in 
those  123  cities  they  are  serving  166  neighborhoods.  One  and  a  half 
million  people  reside  in  those  NHS  neighborhoods. 

By  the  end  of  fiscal  year  1982,  it  will  be  180  neighborhoods  and 
132  cities.  Since  we  began  receiving  Federal  support  in  1974,  there 
has  been  reinvestment  in  NHS  neighborhoods  estimated  at  $1.17 
billion,  for  a  Federal  funds  expenditure  of  $62  million.  Twenty-five 
additional  NHS  programs  are  currently  in  development  and  the  de- 
velopmental process  is  moving  as  well  as  can  be  expected  given  the 
current  economic  climate. 

The  current  economic  climate  is  having  a  number  of  impacts  on 
the  operation  of  existing  NHS  programs  and  on  the  development  of 
new  ones. 

First,  of  course,  the  high  interest  rates  are  having  an  enormous 
impact  on  the  ability  and  willingness  of  residents  to  borrow  money 
to  improve  their  homes.  In  many  NHS  neighborhoods,  the  NHS  re- 
volving loan  fund  is  essentially  the  sole  source  of  housing  finance. 

The  NHS's,  however  are  operating  at  a  peak  level  of  activity  in 
terms  of  providing  services  to  their  clients.  These  services  are  to  a 
greater  degree  than  ever  providing  health  and  s^ety  improve- 
ments in  the  homes  of  the  NHS  residents,  and  helping  to  deal  with 
weatherization  and  emergency  repairs. 

There  is  a  very  high  demand  for  the  revolving  loan  fund  because 
of  its  ability  to  make  below  market  loans  at  flexible  rates  and 
terms  to  the  NHS  clients.  And  similarly,  there  is  a  high  demand  in 
the  secondary  market  for  NHS  revolving  loan  fund  loans,  which  is 
conducted  by  Neighborhood  Housing  Services  of  America. 

Our  major  concern,  the  mcgor  concern  of  NHS  programs  around 
the  country  today  is  about  operating  budgets.  One-third  of  the  $10 
million  contributed  toward  operating  budgets  last  year  by  private 
and  local  entities  was  provided  by  savings  and  loans  and  savings 
banks. 

It  is  very  clear,  given  the  condition  of  the  thrift  industry,  that 
NHS  programs  will  be  suffering  a  mcgor  erosion  in  this  area  of 
their  operating  budget  support.  Every  program  is  working  diligent- 
ly to  expand  the  base  of  private  business  support  for  its  operating 
budget.  These  are  annual  charitable  contributions  made  to  support 
the  operations  of  the  program. 

Our  response  to  this,  in  fiscal  year  1982  and  in  fiscal  year  1983, 

••o  shift  our  output  somewhat  from  the  development  of  new  pro- 

to  providing  increased  technical  assistance  to  the  existing 

with  a  heavy  emphasis  on  technical  assistance  in  fund 


Digitized  by  CjOOQIC 


2zn 


Mac  TnarmF  l&Kar , 

re  are  majdnf  iDeamr  prs^PUHf  m  tiur  wari  ^t  *:; 

jemaxiscc  $5*  miliioi:  xl      w  : 

vL  Z.^M.  imnt  mucL  tif  "a      ii.  - 
sQsi^  tdmaoc:  In  -laif^  psftedxat  n^tr  mm       Zi         ^ 
anmni:  linfr  taiiHCrr.  IT 


I  ^  c: 


Digitized  by  CjOOQIC 


2218 


buildings  containing  3,985  units  which  require  $12  to  $15  million  in 
rehabilitation  work. 

With  great  difficulty  and  care,  the  participating  lenders  are  fash- 
ioning loans  to  finance  the  rehabilitation  of  these  buildings.  When 
the  interest  rates  drop  just  a  few  points,  this  activity  is  going  to 
move  forward  at  a  very  rapid  pace. 

The  owner-built  housing  effort  which  was  begun  in  Oakland, 
Calif.,  where  moderate  income  homeowners  with  the  assistance  and 
supervision  of  NHS  literally  built  their  own  homes,  is  now  being 
expanded  to  other  parts  of  the  country.  We  are  getting  our  first  ex- 
perience in  Hartford,  Conn,  trying  this  program  out  where  there  is 
a  shorter  construction  season,  we  look  forward  to  seeing  what  it  is 
possible  to  accomplish  in  a  variety  of  regional  settings.  We  are  very 
encouraged  by  the  neighborhood  commercial  revitalization  activity 
which  is  going  forward  in  Bridgeport,  Conn.,  and  Atlanta,  Ga.  We 
will  be  undertaking  two  more  of  these  programs  this  year. 

Then,  finally,  our  Mutual  Housing  Association  demonstration 
being  conducted  initially  in  Baltimore,  Md.,  is  moving  at  a  excellent 
rate.  This  demonstration  was  begun  with  the  encouragement  of 
this  committee.  We  have  made  our  first  report  to  Congress  as  re- 
quested last  September. 

The  demonstration  was  undertaken  in  response  to  the  observa- 
tion that  there  is  little  or  no  multifamiliy  construction  or  rehabili- 
tion  going  on  and  in  NHS  neighorhoods  and  for  income  levels 
below  the  national  median  income,  virtually  no  increase  in  rental 
capacity  whatever. 

Mutual  housing  associations  will  provide  a  setting  in  which, 
while  the  occupants  will  have  no  ownership  interests,  there  will  be 
a  homeownership  quality  through  their  participation  in  manage- 
ment, maintenance,  and  the  operational  decisions  of  the  associ- 
ation. 

The  Mutual  Housing  Association  will  be  a  continuous  producer 
of  housing  for  moderate-income  families  and  we  will  be  experi- 
menting with  a  front-end  subsidy  through  these  publicly  account- 
able, private  nonprofit  organizations. 

We  are  going  to  the  private  philanthropic  community  for  funding 
of  the  subsidy  on  the  first  demontrations,  and  we  look  forward  to 
our  experience  during  the  next  2  or  3  years  providing  useful  infor- 
mation to  the  Congress  as  it  looks  at  future  methods  of  funding- 
assisted  housing. 

With  that,  Mr.  Chairman,  I  will  conclude  my  comments  and 
would  be  pleased  to  accept  questions. 

[Mr.  Whiteside's  prepared  statement,  on  behalf  of  the  Neighbor- 
hood Reinvestment  Corp.,  follows:] 
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Mr.  Chairman  and  Members  of  the  Committee.  It  is  a  privilege  to  appear 

before  you  today  to  testify  on  the  Fiscal  Year  1983  authorization  request  of 

the  Neighborhood  Reinvestment  Corporation.  In  my   remarks,  I  shall  cover  the 

following  areas: 

Problem  Being  Addressed 

Neighborhood  Reinvestment  Corporation's  Role 

Program  Highlights  and  Impact 

Cost-Effectiveness  of  Neighborhood  Housing 
Services 

Impact  of  Current  Economic  Climate 

Corporate  Fund  Raising  Assistance 

New  Programs'  Progress 

Mutual  Housing  Association  Demonstration 

Supplemental  materials  are  included  in  the  Appendices  to  iny  printed  testi- 
mony. Further  background  on  the  Corporation  can  be  found  in  Appendix  A. 

INTRODUCTION 

The  current  economic  climate  is  having  a  growing  impact  on  Neighborhood 
Housing  Services  (NHS)  programs.  They  are  basically  sound  and  operating  at 
full  momentum,  with  their  revolving  loan  funds  being  utilized  at  an  all-time 
peak  rate,  making  loans  at  the  below-market  rates  which  NHS  clients  can  afford. 
Conventional  lending  is,  of  course,  at  an  extremely  low  level,  and  NHS  programs 
are  in  many  cases  the  only  credit  source  serving  the  neighborhoods.   Inflation 
has  eroded  the  purchasing  power  of  individuals  on  fixed  incomes  and  at  the  same 
time,  high  interest  rates  have  reduced  the  ability  of  neighborhood  residents 
who  would  normally  have  been  bankable  to  borrow  to  make  needed  repairs.  This 
larger  number  of  loans,  combined  with  loans  for  larger  amounts  due  to  increased 
costs  of  rehabilitation,  is  putting  increased  strain  on  NHS  revolving  loan  funds 
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and  dramatically  increasing  the  demand  on  the  secondary  market  operated  by 
Neighborhood  Housing  Services  of  America. 

Rehabilitation  work  for  unbankable  homeowners,  emphasizing  emergency 
repairs  and  weatherization,  has  NHS  staffs  operating  at  a  yery   high  level  of 
activity  in  their  counseling,  specification  writing,  loan  packaging,  and  super- 
vision of  rehabilitation  activity. 

Most  NHS  programs  are  grappling  with  ways  to  sustain  adequate  operating 
budgets.  While  thrift  institutions  have  been  maintaining  their  support  of  NHSs 
astonishingly  well  given  their  current  circumstances,  savings  and  loan  and 
savings  bank  contribution  levels  are  dropping  and  a  number  of  thrift  institutions 
have  had  to  discontinue  their  contributions  entirely.  We  anticipate  that  mergers 
will  also  have  the  effect  of  eroding  the  base  of  the  thrift  institutions'  support. 
Every  NHS  board  of  directors,  therefore,  is  genuinely  concerned  about  the  present 
and  future  availability  of  resources.  Efforts  are  underway  to  broaden  the  local 
NHS  partnerships,  adding  other  private  corporations  to  broaden  the  primarily 
thrift  institution  and  commercial  bank  base  of  previous  years. 

Programs  which  we  are  now  calling  Problem  Properties  Strategies,  including 
Home  Ownership  Promotion  and  Rehabilitation  and  Sale  programs  have  also  been 
slowed  by  the  high  interest  rates.  The  prospective  owners  of  these  rehabilitated 
properties,  who  would  be  bankable  in  normal  times,  are  more  often  than  not  unable 
to  handle  the  monthly  payments  at  today's  interest  rates.  Apartment  Improvement 
Program  rehabilitation  activity  has  also  been  slowed  to  only  a  handful  of  rehabi- 
litations during  the  past  six  months.* 


*  There  have  been  a  few  breakthroughs,  however,  such  as  the  $6  million  private 
financial  package  put  together  through  a  special  partnership  effort  In  the  Bronx. 
When  finalized,  a  713-unit  apartment  complex  for  low-income  working  class  families 
will  be  substantially  rehabilitated.  In  another  Apartment  Improvement  Program,  a 
$590,000  loan  package  has  recently  been  approved  to  implement  improvements  on  a 
140-unlt  building.  The  total  restructured  conventional  mortgage  is  $1,285,000. 
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glven  the  present  state  af  the  art.  Neighborhoods  with  varying  lesser  degrees 
of  problems  can  be  "turned  around"  through  appropriate  reinvestment  strategies 
and  the  utilization  of  the  appropriate  amount  of  resources.  Neighborhood  Housing 
Services  programs  operate  in  neighborhoods  with  defined  boundaries  charac- 
terized by  (a)  a  housing  stock  showing  evidence  of  deterioration  and  lack  of 
maintenance;  (b)  an  inadequate  degree  of  mortgage  and  home  improvement  actlvl^; 
(c)  a  substantial  degree  of  homeownership;  and  (d)  an  income  mix  in  the  neighbor- 
hood as  low  as  resources  will  permit  ^yery   low  family  incomes  and  high  repair 
costs  will  require  raising  additional  resources  for  revolving  loan  funds  and 
staffing). 

We  estimate  that  several  hundred  such  neighborhoods  throughout  the  nation 
are  at  pivot  points  where  intervention  by  a  local  partnership  equipped  with  NHS 
tools  can  tip  the  balance  from  decline  to  revitalization. 

The  problem  being  addressed  has  been  intensified  and  complicated  by  current 
economic  conditicns.  High  rates  of  inflation  have  eroded  the  purchasing  power 
of  neighborhood  residents,  while  at  the  same  time  increasing  the  costs  of  needed 
repairs.  Similarly,  high  utility  costs  have  exacerbated  the  problem,  requiring, 
in  areas  of  climatic  extremes,  significant  weatherization  outlays  in  order  to 
reduce  annual  utility  expenditures. 

Central  to  the  problem  of  disinvestment  is  the  lack  of  confidence  in  the 
neighborhood  by  the  residents  themselves,  the  private  sector, and  governmental 
bodies.  Because  of  this  factor  and  the  interactive  nature  of  causes  and  effects, 
it  has  been  difficult  for  any  one  sector  to  address  the  problem.  The  private 
sector  -  particularly  financial  institutions  which  have  been  widely  criticized 
for  "redlining"  -  cannot  affect  the  underlying  conditions  simply  by  changing 
lending  policies  or  insurance  underwriting  standards.  Residents  lack  the 
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resources  to  pull  themselves  up  by  their  bootstraps  honfever  much  they  may  be 
willing  to  try;  and  few  governmental  approaches  have  been  able  to  deal  compre- 
hensively with  the  problems  and  to  marshal  the  public,  private  and  citizen 
resources  required. 

THE  WEI6HBORH00O  REIWVESTMEKT  CORPORATION'S  ROLE 

Nel^borhood  Housing  Services  provides  a  comprehensive,  coordinated  strategy 
tiilch  simultaneously  rekindles  confidence  In  the  neighborhood  t>y  all  significant 
actors  and  successfully  addresses  the  problem  of  disinvestment  In  older  neigh- 
borhoods. 

In  the  NelghboHKXxl  Reinvestment  Corporation  Act,  Congress  found  that 
*the  Neighborhood  Housing  Services  demonstration  of  the  Urban  Reinvestment  Task 
Force  has  proven  its  worth  as  a  successful  program  to  revitalize  older  urban 
■eighteiiioods  by  mobilizing  public,  private  and  community  resources  at  the  neigh- 
bortwod  level;  and  the  demand  for  Neighborhood  Housing  Services  programs  In  cities 
tliromghout  the  Ukilted  States  warrants  the  creation  of  a  public  corporation  to 
"faitftvtlonlize  amd  ex|»nd  the  Neighborhood  Housing  Services  programs  and  other 
piogiarms  of  the  present  Urban  Reinvestment  Task  Force.'    The  act  further  states 
ttet  "the  pmrpose  of  this  title  is  to  establish  a  public  corporation  which  will 
comtiaoe  tkt  jelwt  efforts  of  the  Federal  financial  sapenrfsory  agencies  aiid  the 
OeiiartmBBt  of  fflomsfmg  amd  flrten  Development  to  promote  relnvestmcifft  In  older 
melgktorlno^  fegr  local  fisamclal  InstTtsrtloRs  Hortffig  cooperatf vel/  wfti:  camKMtity 
people  amd  local  ymimmLit  md  i#ffc*«  w^l}  vaftt^nae  the  f«r4iurea'>:r»t1c  approach 
of  the  UriiaB  Helmvestmert  ^ask  'crce,  'e^r'*^  la<"9eV  ^  l>sa^  Ifs'tUtf  re  f9r  the 
specific  design  of  local 
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The  main  vehicle  employed  by  Neighborhood  Reinvestment  for  addressing  the 
problem  of  disinvestment  in  older  neighborhoods  is  the  Neighborhood  Housing 
Services  program  (see  Appendix  B).  These  local,  nonprofit  corporations  are 
establishing  themselves  as  continuing  institutions  in  120  cities,  committed  to 
reinvestment  in  a  series  of  neighborhoods.  NHS  programs  are  created  by  Neigh- 
borhood Reinvestment  through  a  developmental  process  which  involves  building  a 
working  partnership  among  the  local  business  and  financial  institution  leaders, 
government  officials  and  residents  of  a  community  (see  Appendix  C).  The  majority 
of  human  and  financial  resources  utilized  are  derived  locally,  with  Neighborhood 
Reinvestment  staff  providing  expertise  in  group  educational  processes,  organiza- 
tional development  and  technical  areas.  In  eleven  years  of  work  in  this  area, 
the  Neighborhood  Reinvestment  Corporation  and  its  predecessors,  the  Urban  Reinvest- 
ment Task  Force  and  the  Center  for  Executive  Development  of  the  Federal  Home  Loan 
Bank  Board,  have  developed  NHS  programs  in  163  neighborhoods  nationwide. 

Neighborhood  Reinvestment's  function  of  providing  neighborhood  program 
support,  training  and  technical  assistance  guarantees  that  once  developed,  these 
programs  can  remain  viable  and  effective.  Direct  staff  assistance  ensures  that 
a  local  NHS  program  can  draw  upon  experienced  personnel  to  solve  difficult 
technical  problems.  In  the  event  of  unexpected  local  staff  turnover,  an  interim 
executive  director  can  help  an  NHS  weather  what  could  otherwise  have  been  a 
major  crisis.  Training  workshops  and  conferences "help  build  and  enhance  the  skills 
of  local  NHS  staff  members  in  areas  essential  to  the  successful  operation  of  their 
programs.  This  includes  administrative  and  executive  skills  as  well  as  technical 
assistance. 

A  secondary  market  provides  a  flow  of  capital  into  local  NHS  revolving  loan 
funds,  tapping  institutional  investor  resources  to  leverage  capital  provided  by 
the  Neighborhood  Reinvestment  Corporation. 
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Finally,  nelghfaortiood  ReinvestBent  {n-ovides,  through  an  org^rized  process  9 
fii  aiji  —itlc  tools  to  suppleaent  this  basic  IffS  aodel.     This  process  Includes: 
(1)  the  IdentifTcation  and  vonftoring  of  pnvrislng  local  efforts  vhich  are 
sjccessfalTj  dealing  «dth  neighborhood  probleas  beyond  the  scope  of  the  basic 
IW5  progras;  '2}  testing  of  these  new  tools  In  additional  locations;  and  (3) 
saking  the  new  orograHBtlc  conponents  available  to  W5  nei^iterhoodis  Mhich 
reii«Tre  t»en  is  ordw  to  s*iccessf3lly  re^ta^ize  their  neiqhborisoods, 

"■tese  new  tooTs  enatle  IKs  to  (^al  with  rental  Hoasing,  wore  distressed 
nef ghtemootis ,  neTgnborhoods  wrth  higher  proportions  of  fgwters  and  apiai  fent 
3uri1d^"«igs,  ware  slighted  3ufT<fpngs,  scattered  vacant  lots,  blighted  LI—.1  ,faT 


ly  ime  swt  x?  =^  T3K,  Itei^nta^ootf  -ous'fug  Scr-rfces  jr^raas  will  be  serrfng 
acBJnxTaa'ia'/  '3C  te-gmacrTcais  -rr  722  zrz'es,     *S  jragrais  wfTT  ise  operafNg 
TT  aoorTx^naCe'i  -13  states  ant  t2ie  I-srrfct  «rf  CcTaBOfa. 

«e  'ir-mrag»  joe'^ite  ^  iBst  af  the  Tirje  c^t^^es,    1*  the  57  cities  9rer 
ZSI^UC  aoDu'^t^aiT,  at  ^«ast  aS  #fT'  *i2ie  W5  jirsgrans  soe^^t'^snaT  v  fn  tlcf*!*^ 
■BiC  3s»  t3«  «r<r  jf  -*  'X2-     It  the  ith^  spw  i-*  tJ«  scaT«,  ancfrg  j  -jrjwfnig  mmtber 
if  mm."  .rrres  se^*9Et,  WS  VT  'isfs^'tace  'i^re  i«'>f  fm**pfasr*ni»t  ^er^tiTfzst^<Sfr 
ma  Tousnm  ntfiai^'^tstrraiT  iczrrz^  *n  learT^  j  5C3r»  ff  'TZ'es^  imUsr  IRJKH 
jBOu'^cioir-     'Sw-'^^-n  i^*  tae  le^ahbomiHjtfs  *i«i»  *nni'.at'dns  ^55  ^r^  nar»  'r'ncr-^. 
Tmer-^^'ji  if  taie  ig  t-tiUMrwaigs  •«•#**  3oaift'.rr«irR:  '55  J*'  '«.>  T^nor:^  mA  the 
jcwr  ■S!rafc-^'^t?&  it*  w&  ie^^raBr«caods  lawif  wo»i'^!rv»rs  iiif'<:h  *r*  "vsf^aem  T^ 
9K  IK  mmmr-^.     "he  ncmmamoDits  iB-»«i  ♦"Hitte  ^^-^n  ««^<^ilS5r«wwds;  #5  *»T^  « 
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neighborhood  size  is  2,500  units.  Populations  are  as  small  as  1»500  and  as 
large  as  27,000.  Approximately  1,500,000  people  live  in  NHS  neighborhoods. 

A  report  on  NHS,  Describing  Target  Neighborhoods,  prepared  for  the  Depart- 
ment of  Housing  and  Urban  Development,  provides  an  overview  of  conditions  in 
neighborhoods  in  which  the  program  is  operating.  The  report  shows  that  in  terms 
of  standard  social  and  economic  characteristics,  most  neighborhoods  which  later 
were  to  be  served  by  NHSs,  were  declining  relative  to  their  metropolitan  areas 
between  1950  and  1978.  Many  suffered  dramatic  deterioration.  For  example. 
Income  and  education  levels,  rent  levels  and  property  values  all  fell  relative 
to  metropolitan  areas  and  national  levels.  Furthermore,  housing  conditions  fell 
to  levels  generally  worse  than  those  in  the  rest  of  the  city. 

The  HUD  study  was  able  to  report  initial  evidence  that  NHS  neighborhoods 
began  improving  during  the  later  part  of  this  period.  Between  1970  and  1978, 
average  property  values  in  15  out  of  20  sample  NHSs  increased  relative  to  their 
SMSAs. 

The  table  in  Appendix  D,  which  is  based  upon  the  Corporation's  own  records, 
compares  the  median  household  incomes  in  NHS  neighborhoods  with  city-wide  levels. 
The  average  to  date  has  been  84%.  These  figures  represent  levels  at  the  time  of 
the  development  of  each  program.  In  keeping  with  the  basic  program  model,  most 
NHSs  have  chosen  neighborhoods  where  the  incom^.  mix  permits  a  large  proportion 
of  homeowners  to  repair  and  maintain  their  homes  without  extensive  subsidy. 

A  study  conducted  by  Neighborhood  Reinvestment,  entitled  Neighborhood 
Partnerships  in  Action,  is  an  attempt  to  determine  the  experience  of  the  NHS 
partnership  model  and  to  report  on  their  program  experience  to  date.  Specifically, 
it  was  designed  to  provide  a  description  of  NHS  neighborhoods,  analyze  the  change 
in  investment  levels  and  other  proxies  for  local  market  activities,  assess  the 
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improvements  in  the  neighborhoods  and  local  public  activity.  (In-kind  contri- 
butions and  staff  time  are  not  typically  reflected.)  One  cannot,  of  course, 
attribute  the  full  $12  million  to  the  presence  of  NHS  since  some  of  this  Invest- 
ment would  likely  occur  even  in  the  absence  of  a  program.  The  neighborhoods 
when  selected  are,  however,  generally  below  average  in  reinvestment  activity  and 
mortgage  activity. 

COST-EFFECTIVENESS  OF  NHS 

We  believe  we  have  exercised  good  stewardship  over  the  resources  made  avail- 
able to  us. 

The  cost-effectiveness  of  our  work  in  establishing  Neighborhood  Housing 
Services  programs  and  providing  them  with  grants  and  technical  assistance  is 
illustrated  in  the  following  table.  As  the  table  shows,  it  is  projected  that 
$119  million  will  have  been  made  available  in  support  for  local  NHS  program 
activities  by  the  end  of  Fiscal  Year  1982.  These  resources  come  from  a  variety 
of  sources,  including:  local  government  contributions  to  developmental  costs, 
revolving  loan  funds,  and  expenditures  for  code  inspections;  primarily  private 
sector  contributions  to  operating  budgets;  private  sector,  foundation,  and 
Neighborhood  Reinvestment  Corporation  grants  to  revolving  loan  funds;  and 
below-market  security  purchases  by  Institutional  Investors.  These  resources  are 
exclusive  of  the  tens  of  thousands  of  volunteer  hours  of  activity  by  the  NHS 
participants  in  163  neighborhoods  in  120  cities.  The  table  projects  $1,171,000,000 
in  reinvestment  occurring  in  NHS  neighborhoods  through  Fiscal  Year  1982.  This  is 
exclusive  of  the  value  of  the  "sweat  equity"  of  thousands  of  homeowners'  improve- 
ment efforts.  The  total  in  Federal  funds  expended  or  committed  by  the  Neighborhood 
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Reinvestment  Corporation  and  Its  predecessors  through  the  end  of  Fiscal  Year  1982 
will  be  $62  million.  This  works  out  to  a  leverage  on  Neighborhood  Reinvestment's 
expenditure  of  Federal  dollars  of  19-to-l,  to  date.  Leverage  over  the  average 
5-1/2  years  life  of  an  NHS  program  serving  an  average  neighborhood  of  2,500  homes, 
with  average  resources  and  average  program  difficulty,  is  projected  at  39-to-l  as 
reported  last  year.  The  19-to-l  ratio  on  our  activity  to  date  is  reflective  of 
the  projected  180  neighborhood  programs,  including  59  programs  which  are  under 
two  years  old.) 

IMPACT  OF  CURRENT  ECONOMIC  CLIMATE 

As  noted  earlier,  the  current  economic  climate  is  having  a  mixed  Impact  on 
NHS  programs.  Operating  at  full  momentum,  with  their  revolving  loan  funds  being 
utilized  at  a  peak  rate,  the  NHS  programs  in  many  Instances  are  the  only  credit 
resource  serving  the  neighborhood  in  an  era  of  very  little  conventional  lending. 
The  reduced  availability  of  governmental  resources  will  be  increasingly  felt  and 
eyery   NHS  is  stretching  to  its  creative  limit  to  corral  and  harness  resources  for 
revitalization  of  the  neighborhood  or  neighborhoods  It  serves. 

Most  NHS  programs  are  looking  for  new  ways  to  sustain  an  adequate  level  of 
operating  funding.  This  is  not  only  to  substitute  for  the  inevitable  reduction 
in  savings  and  loan  and  savings  bank  contribution  levels,  but  to  provide  expanded 
resources  to  cover  operating  budgets,  revolving  loan  fund  needs  and  to  fund 
strategies  for  overcoming  "sticking  points"  in  particular  neighborhood  revitaliza- 
tion strategies.  An  early  success  in  the  broadening  of  this  base  of  support  was 
the  Prudential  Insurance  Company's  commitment  to  purchase  $5  million  in  first 
mortgage  loans  (at  9*5*  for  25  year  terms)  to  facilitate  the  Problem  Properties 
Strategies  created  to  deal  with  such  "sticking  points". 
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These  figures  result  from  a  shift  from  development  of  NHS  programs  in 
additional  cities,  and  from  Neighborhood  Preservation  Projects  (our  research 
and  development  function)  into  providing  increased  technical  assistance  to  a 
growing  number  of  neighborhood  programs.  The  shift  is  planned  for  the  latter 
half  of  Fiscal  Year  1982  and  for  Fiscal  Year  1983.  You  will  note  that  we  have 
shown  a  reduction  of  support  for  the  secondary  market  in  expectation  of  private 
fund  raising  providing  a  large  supplement  to  our  funding  role. 

The  shift  in  effort  implied  in  these  recommended  allocations  is  an  adapta- 
tion to  current  economic  conditions,  and  still  subject  to  review  by  our  Board. 
Should  the  conditions  change  —  for  better  or  worse  --  we  will  recommend  further 
adaptations. 

CORPORATE  FUND  RAISING  ASSISTANCE 

We  are  also  actively  pursuing  a  national  fund  raising  strategy  aimed  pri- 
marily at  readying  the  secondary  market  to  meet  the  long-term  needs  of  NHS  programs 
to  sell  revolving  loan  fund  loans  at  below-market  rates.  The  requirements  of  the 
NHS  secondary  market,  operated  by  Neighborhood  Housing  Services  of  America  (NHSA), 
for  capital,  operating  income,  and  funds  to  cover  the  difference  between  the 
average  yield  of  loans  purchased  and  the  average  yield  required  by  an  institutional 
investor,  are  significantly  exceeding  Neighborhood  Reinvestment's  budgetary  resources. 
The  requirements  of  local  NHS  programs  for  hands-on  technical  assistance  In  fund 
raising  are  also  beyond  our  resources  to  supply  fully;  therefore,  a  portion  of  the 
national  fund  raising  proceeds  will  be  earmarked  for  NHSA  management  assistance  to 
local,  regional  and  state  fund  raising  efforts  aimed  at  broadening  the  base  of 
support  for  operating  budgets,  revolving  loan  funds,  and  special  projects  for  groups 
of  NHS  programs. 


Digitized  by  CjOOQIC 


lEi  agSMg'  »d5RESS 

«e  un  1  nae  tx  vacs  pnoc  increi!!!  -t  "Ttr  *i"a»— jc  ^-'ss:     *o«-3ien  Iia?-D*E- 

•«a..-'^'ni  Tl-Tz  r"^v  -^  -srar- ' - tsr:- ar . 

^1^.     "rrs  urvarm  er'sTK   lug. xie. "^ir^i  ^  »1  -nE^pTtJcricBiis  'n*  -^fr'-^s 

gig*  vj  i^nrxrusc'iTK  iruyr^Ki  •fr-rr.  ^^is  ztb  aizrzzsxTcz  Tf  i  ^irr  ^^aimfirr^iw  trart:- 

HT  sTe-x.'  ^3rT!je-t^-r  3ff  tarrnr^ues:  aw  rr^irx^^,  ^zr  HC  ani  ^csrrs^in  jmerDt/sfW. 
5r^2^  «i-«^rTc  r->Tf3  "fi  tx  flpn^'tu  i  -nstfR'  -nc' Trrtaxrnccil  rawK-r'f'  -*'*'t4''- 


Digitized  by  CjOOQIC 


2236 


-16- 

Me  will  be  starting  development  of  Neighborhood  Business  Centers  in  two  other 
cities.  We  have  also  developed  the  staffing  capacity  to  provide  intensive 
technical  assistance  to  ten  NHS  programs  with  commercial  revitalization  needs. 
For  more  details  on  these  and  other  neighborhood  programs,  please  see 
Appendices  F  -  L. 

KUTUAL  HOUSING  ASSOCIATION  DEMONSTRATION 

This  Committee  indicated  a  particular  interest  in  our  Mutual  Housing  Associa- 
tion demonstration,  encouraging  it  in  the  Housing  and  Community  Development  Act 
of  1980.  A  report  to  Congress  on  progress  with  the  demonstration  was  made  on 
September  30,  1981. 

The  goals  of  the  Mutual  Housing  Association  demonstration  are: 

0  To  review  and  analyze  the  Western  European  Mutual  Housing 
Association  model. 

0  To  synthesize  from  Western  European  experience  a  program 
adapted  to  American  needs  and  customs. 

0  To  create  a  Mutual  Housing  Association  developmental 
process  which  can  be  systematically  applied  to  produce 
similar  programs  in  other  communities  needing  them. 

0  To  carry  out  the  developmental  process  in  a  sufficient 
number  of  locations  to  be  able  to  recommend  it  as  a 
reliable  method  of  replication. 

0  To  obtain  practical  experience  in  the  physical  develop- 
ment and  the  management  and  maintenance  of  complexes 
of  dwelling  units  utilizing  the  Mutual  Housing  Associa- 
tion organizational  model  and  the  associated  financial 
concepts. 

0  To  obtain  practical  experience  in  monitoring,  auditing 
and  providing  technical  assistance  to  operating  Mutual 
Housing  Associations. 

0  To  develop  a  sufficient  number  of  Mutual  Housing  Associa- 
tions to  test  the  concept  in  several  regions,  on  different 
housing  types,  and  on  both  new  construction  and  rehabilita- 
tion. 
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The  demonstration  i^as  designed  to  exclude  use  of  any  present  form  of 
housing  subsidy,  so  as  not  to  influence  the  results. 

The  tenn  Mutual  Housing  Association  has  ^een  used  to  describe  a  number  of 
differing  conceptual  approaches,  in  this  country  and  in  Canada,  England  and 
Western  Europe.  Our  goal  in  the  demonstration  has  been  to  synthesize  from  the 
West  German  experience  (with  which  we  had  become  familiar  In  earlier  transfers 
of  technology)  a  form  of  organization  and  approach  to  providing  housing  which 
would  be  appropriate  to  neighborhoods  such  as  those  served  by  Neighborhood 
Housing  Services  programs  and  consistent  with  the  Institutions,  values  and  customs 
of  the  United  States.  In  doing  this,  we  reviewed  a  number  of  West  German  organi- 
zations, focusing  on  the  scale  and  spirit  of  community  which  best  fit  the  NHS 
partnership  model.  We  then  drew  out  of  this  experience  elements  which  would  fit 
the  American  culture  and  discarded  those  which  did  not  seem  appropriate  to  an 
American  model.  It  was  also  necessary  to  add  a  financial  element  to  the  model 
suited  to  today's  high  cost,  high  interest  rate  economic  climate. 

The  Mutual  Housing  Association  model  being  tested  is  a  uniquely  synthesized 
creation  especially  designed  for  utilization  In  moderate  income  neighborhoods  in 
United  States  cities  In  the  decade  of  the  80' s.  Considerable  effort  went  into 
designing  the  model.  The  team  of' Neighborhood  Reinvestment  Corporation  and 
Neighborhood  Housing  Services  of  America  staff  which  visited  West  Gennany  care- 
fully pieced  together  the  appropriate  elements  of  the  West  German  experience  and 
tested  the  evolving  model  with  scores  of  knowledgeable  American  experts  in  various 
facets  of  housing.  The  model  was  also  tested  against  the  knowledge  of  NHS  partner- 
ship members  of  the  desires  and  needs  of  NHS  neighborhood  residents.  While  we 
view  this  model  with  considerable  confidence,  it  should  not  be  considered  a  static 
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concept  as  it  will  be  continually  tested  and  refined  in  the  crucible  of  day-to- 
day experience  during  the  coming  months  and  years  in  the  demonstration  phase. 

The  model  is  designed  to  address  the  form  of  organization  needed,  methods 
of  providing  technical  assistance  and  guaranteeing  public  accountability,  and  a 
form  of  public  assistance  which  would:  a)  be  workable  in  present  day  market 
conditions,  and  b)  be  more  cost-effective  than  alternative  approaches. 

The  model  has  the  following  characteristics: 

1.  The  Mutual  Housing  Association  will  serve  populations  typical  of  NHS 
neighborhoods.  (Currently  the  average  NHS  neighborhood  median  family  income  is 
84%  of  the  city-wide  median  family  income.  NHS  neighborhoods  also  exhibit  a 
substantial  proportion  of  homeownership  -  currently  averaging  58%  -  and  although 
specific  data  are  not  yet  available,  the  median  family  incomes  of  the  neighborhood 
non-owner  occupants  are  believed  to  be  less  than  80%  of  the  city-wide  median  family 
income.) 

Should  a  voucher  system  of  housing  assistance  be  implemented.  Mutual  Housing 
Associations  would  be  able  to  reach  lower  income  families  without  sacrificing 
the  financial  integrity  of  the  model. 

2.  The  Mutual  Housing  Association  is  a  nonprofit  corporation  with  a  Board 
of  Trustees  made  up  of  resident  and  pre-resident  members,  and  community  interest 
members  drawn  from  the  local  NHS  partnership. 

3.  Its  initial  sources  of  capital  include  membership  fees,  capitalization 
grants,  and  conventional  mortgages.  After  a  period  of  successful  operation, 
the  association  will  also  be  able  to  utilize  sel f -generated  capital. 
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4.  The  Mutual  Housing  Association's  mission  includes: 

0  Serving  as  a  continuous  producer  of  housing  -  both 
through  new  construction  and  through  rehabilitation 
of  existing  distressed  units. 

0  Owning  and  serving  as  the  continuous  operator  of 
the  hOLFsing  produced  and  providing  high  quality 
mdnagement  and  maintenance  services. 

0  Providing  housing  opportunities  at  neighborhood 
market  levels,  for  residents  typical  of  NHS 
neighborhoods. 

0  Providing  long-tenii  shelter  for  resident  members 
under  conditions  which,  while  not  conveying 
individual  ownership  rights,  provide  many  of 
the  qualities  of  homeownership. 

For  the  Mutual  Housing  Association  to  serve  lower  income  families  and 
individuals,  a  method  for  reducing  the  cost  of  financing  and  development  is 
required.  We  are  proposing  that  a  front-end  capitalization  grant  be  utilized. 

We  are  proposing  to  national  foundations  and  corporations  that  they  parti- 
cipate in  the  creation  of  the  Mutual  Housing  model  through  the  provision  of  the 
capitalization  grant  for  the  initial  Baltimore  development.  All  of  the  other 
resources  and  commitments  for  the  initial  phase  are  in  place. 

Baltimore,  Maryland  was  selected  as  the  site  for  the  first  demonstration. 
This  selection  was  based  upon  enthusiastic  cooperation  of  the  NHS  partnership, 
the  cooperative  stance  of  the  city  government,  and  the  availability  of  a  suitable 
development  site. 

In  late  1980,  work  began  on  the  Mutual  Housing  Association  in  the  Govans 
neighborhood  in  northeast  Baltimore  and  the  initial  partnership  group  was  drawn 
from  the  existing  Govans  NHS  partnership.  The  Govans  neighborhood  is  predomi- 
nantly black,  with  a  wide  variety  in  housing  stock.  The  median  family  income  is 
86%  of  the  Baltimore  city-wide  median. 
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The  NHS  developmental  process  has  been  carefully  adapted  to  the  Mutual 
Housing  Association  and  the  first  workshop  was  held  in  September,  1981.  After 
one  and  one-half  days  of  discussion  the  partnership  unanimously  agreed  to  go 
forward  with  forming  a  Mutual  Housing  Association  in  Baltimore.  All  present 
agreed  that  they  wished  to  become  charter  members  of  the  Association.  Five 
partnership  committees  were  formed  through  which  organizational  development 
activities  have  taken  place. 

Over  the  past  seven  months  these  committees  have  developed  policy  recom- 
mendations on  membership,  physical  development,  organizational  structure,  opera- 
tions and  public  relations.  Committee  progress  reports  were  presented  in  December 
and  in  March  another  workshop  was  held  at  which  time  committee  recommendations 
were  made  to  the  partnership.  Over  60  members  of  the  partnership,  including 
potential  residents  of  the  Mutual  Housing  Association,  religious  leaders,  members 
of  the  Govans  NHS  and  NHS  of  Baltimore,  financial  institution  and  real  estate 
professionals,  city  government  representatives  and  neighborhood  leaders  were 
present  to  discuss  the  proposals  and  make  further  suggestions  to  the  committees. 
Incorporation  and  election  of  board  members  are  planned  for  late  spring. 

While  the  Mutual  Housing  Association  organizational  form  was  being  developed, 
an  interim  group  was  also  working  with  Neighborhood  Reinvestment  and  Neighborhood 
Housing  Services  of  America  staff  towards  the  selection  of  a  first  site  for  phy- 
sical development.  The  local  NHS  partnership,  Baltimore  housing  leaders,  city 
and  pro  bono  technical  consultants  provided  input  in  the  selection  of  a  10-acre 
vacant  lot  as  the  site  for  the  eventual  150  Mutual  Housing  Association  units. 

The  land  has  been  optioned,  and  the  partnership  group  has  provided  input 
to  the  architect  in  developing  a  site  plan  and  working  floor  plans  for  the  two- 
story  brick  townhouse  units.  Necessary  zoning  clearances  have  been  obtained. 
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Associations  will  be  going  through  real  world  trials  and  errors  on  a  carefully 
monitored  demonstration  basis  during  the  early  1980's.  This  will  provide  a  base 
of  actual  experience  for  Congress's  review  in  considering  alternative  Federal 
responses  to  the  housing  needs  of  American  families  in  the  mid-1 980' s  and  beyond. 


Digitized  by  CjOOQIC 


*»Ear:     a.  »c  :  i?*^  3 


yrsffigwigg:  lEZWh^^^j^   ^f^brstebp 


Tbe  llEi^fsirTEHr:  ieTnrWEiaKTi:  LjcrjurA-rBr  me:      h i i-ppt-  ^  -je^  ^eataaar^ 

n*  ««m  ir  -tk  ynxr  ^tL"»iff  lasn:  "a&?  ^rers.    «ntrr  4b:  s  ;53rr.  jg^.gr'.  sf*"  -*>« 
=«E-^'   'nrfiiL:c"  3aa- — ssr^  ^Mgw  g_  an:  -tat  Ihsbtsbbt.  1^  -oannr:  «nc:  tyrav 

5S-^.  Irr.    L.  "^JST      -  -^  ■■■    -imo. 


zsz  -ae^-^fvs:  m^  lasrzsKnn:  tat  ^ifc'^t  s*"  ■ 


Tit  ^jrj*i';a_fM  SSL      ^'AJi*  iwgin^:   -j  ''«>  1:2-35  igiiwai'inc 
ir»wrvaLL »!»»  inrg <ircrr  ^aaie  ^smsrrszr'acses:  ^iczzHi.  awe  ie~isr 

Lr*M^ fir  -»:'  \2i''e  ■£«: rnaasrnc"  ^nr-g^jei.  sr  nn,  "tie  t^  u-uu  jb; 
"3  ig-' jimy  njuiL.  "trnaBSTTir:  -'Sm  iar-'sc  3:<3ig:-  •P'tttt  tt  -ne  ju*=«Brc 

jrrcrar  -.r.: am:  inrn  frTTg  "Sfisnr^tic    fisrrs^aac*  n  imcirTic  jncnBaL 

-^      "Tt  ^jrjia/' <L.ar  3g^~"  rasfCTnjK  tit  mr^  vr  soe  inar  ^nwast- 
■WBTL  '2S«  =Tr-3  TT  ^jjjtri  tm.  |gij!jjL>"*mDi:  4iacntir  3e^'T:2!:  ir 
i^L   i:s.    X  nwarTJ*^^  jJT'icr  fir  tar  srai'ster  ir  urm-.aE  isrAiiaE 
II  'kx'  TirrrraD-TaHC  «c::cntt  ay^-tiii:  jnaragi..  ♦'-^  aiuiMri  «irTrT 
IE*  "Jit'iuat  zsrirn'.i-zi.'  £!:ir"cnjaic2:  ant  p-arm  11  scsanr  "n  TaniwR" 
'rear  jurr!T2:i»  six'  ant  sa    :3imc:i  #-rrr  ^z  -fir  .^y*  i..^  ^irxir  -^ 
Z3x%  XT  'in  -WDT*:  s*^=rr»»n".<  v  g^-iiL.i'*tff'\»  -rrar  the  nrMrrmnr.. 

It«    -TBI 

^^ras-i'  -taBt  -xaar  Ian*  ima-^ 
i.      Ina^'-fE.  ^ia— lsel  .    "-vat   r?=r-j«T: 


Digitized  by  CjOOQIC 


2244 

APPENDIX  A;  Pg  2  Of  3 

Samuel  R.  Pierce,  Jr., 

Secretary 

U.S.  Department  of  Housing  and  Urban  Development 

C.T.  Conover 

Comptroller  of  the  Currency 

William  M.  Isaac 

Chairman 

Federal  Deposit  Insurance  Corporation 

Edgard  F.  Callahan 

Chairman 

National  Credit  Union  Administration 

These  Board  Members  actively  participate  in  governing  the  affairs  of  the  Corpora- 
tion. Membership  on  the  Board  of  the  heads  of  the  Federal  financial  regulatory 
agencies  is  critically  important  to  the  success  of  the  Neighborhood  Reinvestment 
Corporation.  They  and  their  district  Federal  Home  Loan  Bank  Presidents  or  Federal 
Reserve  Bank  Presidents  or  Regional  Directors  provide  entre'  to  the  top  leader- 
ship of  the  commercial  banks,  savings  banks,  savings  and  loans  and  credit  unions 
of  the  United  States,  applying  moral  suasion  to  encourage  involvement  of  these 
institutions  in  local  neighborhood  partnerships. 

The  Office  of  Neighborhood  Reinvestment  of  the  Federal  Home  Loan  Bank  System 
provides  administrative  support  and  staff  to  assist  in  accomplishing  the  goals 
of  the  Neighborhood  Reinvestment  Corporation. 

Mission 

The  mission  of  the  Neighborhood  Reinvestment  Corporation  is  to: 

1.  Assist  local  communities  to  revitalize  neighborhoods  for 
the  benefit  of  current  residents. 

2.  Develop,  through  educational  processes,  working  partner- 
ships of  residents,  local  government  officials  and 
financial  institution  representatives  to  accomplish 
neighborhood  revitalization. 

3.  Discover,  test  and  replicate  neighborhood  program  models 
which  promote  reinvestment  in  neighborhoods;  and  which 

(a)  exert  a  long-term  stabilizing  influence  on  the 
neighborhood  lending  environment,  and 

(b)  lead  to  a  perceived  improving  quality  of  life 
which  will  strengthen  weak  demand  factors  in 
the  neighborhood  real  estate  market. 
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NEIGHBORHOOD  HOUSING  SERVICES  MODEL 

Tl«  Neighborhood  Housing  Services  program  is  a  comprehensive  coordinated 
reinvestment  strategy  to  produce  neighborhood  revitalization  for  the  benefit 
of  current  residents.  This  strategy,  carried  out  by  a  partnership  of  neighbor- 
hood residents,  business  and  financial  leaders  and  local  government  officials, 
systematically  improves  housing  and  upgrades  neighborhood  amenities.  The   goal 
of  NHS  is  to  exert  a  long-term  stabilizing  influence  on  a  neighborhood,  rever- 
sing decline  and  reducing  risk  for  lenders,  insurers  and  others  doing  business 
in  the  neighborhood. 

For  this  strategy  to  have  the  desired  long-term  results,  and  for  there  to 
be  a  renewal  of  confidence,  an  improved  quality  of  life  must  be  perceived  in 
the  neighborhood  by  the  residents  aind  by  the  larger  connnunity.  This  perception 
reverses  tlie  weak  demand  factors  which  contribute  to  the  disinvestment  and  brings 
about  a  strengthened  real  estate  market.  Success  or  "completion"  is  tlierefore 
measured  in  terms  of  that  perception  and  the  ability  of  the  neighborhood  to  sus- 
tain a  stable  community  standard  of  maintenance. 

To  accomplish  this  goal  the  program  has  the  following  basic  conqponehts  aid 
services: 

Private/ Independent :  Funding  for  tlie  operating  budget  is  provided  by 
participating  financial  and  business  organizations.  Government 
funds  are  contributed  to  the  revolving  loan  fund  and  in  some  cases 
have  been  contributed  as   a  portion  of  the  operating  funds.  Strong 
efforts  are  made  to  ensure  that  government  funding  does  not  damage 
the  private  character  of  the  program  through  disproportionate 
control  of  the  program. 

Nonprofit  Corporation:  NHS  programs  are  incorporated  under  the 
501(c)(3)  tax  exempt  charitable  status.  No  stock  or  profit 
accrue  to  its  members. 

Locally  Controlled:  The  NHS  program  is  governed  by  a  local  board 
of  directors  made  up  of  neighborhood  residents,  at -large  community 
members,  private  sector  representatives,  and  city  government 
representation  or  liaison.  NHS  is  not  a  government  controlled 
program.  Neighborhood  Reinvestment  input  is  through  monitoring 
and  the  provision  of  technical  assistance  by  invitation  of  the 
local  board  of  directors. 

Designated  Neighborhood:  The  NHS  operates  in  a  neighborhood  with 
defined  boundaries  characterized  by  (a)  a  housing  stock  showing 
evidence  of  deterioration  and  lack  of  maintenance;  (b)   an 
inadequate  degree  of  mortgage  and  home  improvement  activities; 
(c)  a  substantial  degree  of  homeownersliip ;  (d)  an  income  mix  in 
the  neighborhood  as  low  as  resources  will  permit  (very  low  family 
incomes  and  high  repair  costs  will  require  raising  additional 
resources  for  revolving  loan  funds  and  staffing);  and  (e)  a 
neighborhood  which,  for  example,  may  contain  500-2,000  units. 
Multiple  neighborhoods  are  encouraged  \^ere  resources  can  be 
raised  to  adequately  staff  each  neighborhood. 
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?<umrical  ^tejority  of  Reajdentg  on  aoord:     'T\vt  partnership 
TclationsKip  ni^  be  carried  out  in  the  board  and  ccoimitteo 
structure.     No  partner  controls,  but  neighborhood  residents 
constitute  a  nunerical  majority  of  the  board.     Broad -based 
comraunity  nepresentation  may  enhance  the  ability  to  allcw 
expansion  to  otJier  neighborhoods.     Care  should  be  talen.  to 
keep  private  sector  participation  substantial  enough  that 
a  true  partnership  is  in  effect.     Local  govftmment  partici* 
pat  ion  is  by  board  inembership  and/or  rneaningful  ccmniittce 
participation* 

Working  Board:     The  MiS  board  manages  the  affairs  of  the 
corporation.     It  accepts  and  carries  out  the  ongoing  respoix* 
sibility  for  keeping  in  place  tJie  resources  necessary  to 
operate  the  MiS  program  including  loan  fund  and  operating 
budget  funding.     Other  responsibilities  include  assuring 
proper  financial  management,  designating  target  areas, 
reaching  agreements  with  local  government  on  appropriate 
code  inspection  ser\'iccs  and  public  iJirprovementSj  working 
with  lenders  to  insure  the  availability  of  bankable  lending, 
maintaining  a    viable  partnership  including  a  strong  level 
of  organized  resident  participation,  providijig  effective 
staffing  and  designing  creative  strategies  to  accorfilish 
particular  neighborhood  objectives.     The  board  carries  out 
tho«e  responsibilities  through  ^  coianittee  structure. 

Skilled  and  Quimiitted  Staff:     f«S  programs  have  operated 
with  as  few  as  three  staff  metfters:  hcwever    Where  resources 
have  permitted  it    programs  have  achieved  greater  monKntum 
with  a  staff  of  four  or  more      llie  staff,  under  si^iervision 
of  an  executive  director     iji5>leiDents  activities  mandated  by 
the  board  of  directors      The  staff  provides  managonent 
support  to  the  board  of  directors  in  its  fund  raising  efforts 
and  carries  out  necessary  adrainistrativt  and  ccrmunity  relations 
functions. 

Organized  Resident  Smport:     Organized  resident  support  is 
provided  by  resident  board  menbers  and  by  other  organized 
neighborhood  groups  to  stimulate  strong  resident  participation 
in  the  progr^n  and  create  a  positive  iiaprovement  clioiate  within 
the  neighborhood. 

Offices  in  the  Neigfeorhoods:     The  >fE  program  is  administered 
froni  offices  in  the  designated  ncighbarhoods. 

Through  a  cooperative  effort     the  staff,  board  and  coniidttees  assure  that 
the  neighborhood  residents  receive    the  following  services 

Financial  Services      Financial  counseling  is  offered  with  regard 
to  a  client's  financial  alternatives  and  TefeTTol?^  to  finOTKial 
institutions  or  other  M6  loan  resources  as  appropriate. 
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Bankable  Lending:  Financial  institutions  cooperate  to  provide 
mortgage  and  home  improvement  loans  based  i^kjh  sound  under- 
writing criteria. 

Revolving  Loan  fiyd:  M6  administers  a  loan  fund  to  meet  the 
needs  of^nonbankable  MC  clients  and  to  stimulate  iii|>rovements 
vihich  will  promote  neighbortiood  confidence.  Loans  are  made  at 
rates  and  terms  v^iich  fit  the  borrower's  ability  to  pay,  with 
the  loan  secured  by  the  property,  usually  a  second  deed  of 
trust  or  mortgage.  MS  counsels  with  clients  to  solve  payment 
difficulties.  The  loan  fund  is  promoted  as  a  self-help  tool 
for  the  neighborhood  and  is  a  private  source  of  loans,  not  grants, 
v^ich  are  to  be  paid  back  to  provide  a  continuing  resource  to 
the  neighborhood (s). 

Rehabilitation  Counseling:  WS  provides  analyses  of  home  repair 
needs,  design  assistance^  cost  estimatjes,  work  write-ups  (speci- 
fications), and  home  repair  counseling  in  relation  to  owner  desires 
and  code  deficiencies. 

Construction  Monitoring :  WS  provides  on-site  inspections  of  work 
in  progress  for  MiS  loan  fund  clients,  and  as  a  service  to  WS 
clients  financing  repairs  through  other  resources.  MHS  serves  as 
a  coimunication  link  between  contractors  and  residents. 

Code  Inspections:  A  sensitive,  systematic  and  comprehensive  housing 
inspection  program  is  key  to  program  effectiveness.  The  inspections 
are  aimed  at  achieving  voluntary  compliance  with  generally  accepted 
health  and  safety  standards,  but  are  backed-up  with  local  legal 
authority.  In  order  to  implement  this  strongly  recommended  program 
component  a  city  designates  specific  inspectors  to  work  with  the 
MS. 

Advocacy  for  NeidAorhood  Iiiprovement :  MiS  concentrates  on  ijiproving 
the  quality  of  life  for  neignborhood  residents.  It  is  not  merely 
a  lending  program.  MISs  secure  public  and  private  resources  for 
capital  ijiprovements  and  improving  vacant  dwelling  units,  comnercial 
and  multi- family  structures,  etc.  The  board  of  directors  continuously 
evalutes  MB  progress  towards  stabilizing  the  neighborhood,  and  may 
add  new  program  coinponents  or  expand  services  to  additional  areas. 
Noimally,  NHS  will  continue  to  provide  some  minimal  level  of  services 
to  the  original  neighborhoodCs). 

Neighborhood  Reinvestment:  The  role  of  Neighborhood  Reinvestment 
is  to  develop  the  partnership  which  forms  the  heart  of  the  NHS. 
To  maintain  the  strength  and  vitality  of  the  program.  Neighborhood 
Reinvestment  offers  a  variety  of  services  including  on-site  work- 
shops and  educational  programs,  specialized  training  programs  for 
new  MIS  staff,  educational  conferences  for  NKS  boards  of  directors 
and  staffs,  and  technical  assistance. 
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THE  DEVELOPfefTAL  PROCESS 

Bringing  an  WS  program  into  existence  involves  creating  a  working  partner- 
ship among  disparate  groups  --  groins  vdiich,  before  the  NHS  developmental 
process,  more  often  than  not  exhibit  some  degree  of  hostility  or  lack  of  confi- 
dence in  one  another.  Establishing  positive  relationships  among  business  people, 
representatives  of  local  government  and  neighborhood  residents  is  the  central 
thrust  of  the  developmental  process.  The  men  and  vKxnen  on  the  program  develop- 
ment staff  of  the  Corporation  are  trained  in  educational  processes  designed  to 
"build  bridges"  between  the  partnership  groups,  enabling  the  three  groups  to 
discover  the  coianon  ground  on  vtfiich  each  of  their  self-interests  will  be  served 
and  to  provide  them  with  the  necessary  information  and  understanding  to  develop 
an  J«S  program  tailored  to  the  needs  of  their  local  comnunity. 

The  developmental  process  necessary  to  establish  a  new  NHS  usually  takes 
between  9  and  12  months.  The  process  begins  witli  an  application  or  expression 
of  interest  from  a  city  government,  a  coraromity  group,  a  local  financial  insti- 
tution, etc.  In  response  to  that  inquiry,  Neighborhood  Reinvestment  staff  visit 
the  city  in  order  to  assess  the  willingness  of  potential  members  of  the  partner- 
ship to  commit  their  energies  to  the  program. 

Cftce  Neighborhood  Reinvestment  staff  are  convinced  that  the  potential  conmit- 
nents  exist  for  the  formation  of  an  NHS,  a  field  representative  is  assigned  and 
a  local ^coordinator  is  hired.  The  local  coordinator,  someone  who  is  already 
familiar  with  the  community,  works  with  members  of  the  potential  partnership 
groups  in  preparation  for  a  carefully  designed  set  of  workshops  and  coranittee 
tasks  in  which  local  participants  develop  working  relationships  and  an  Important 
sense  of  joint  authorship  of  the  NHS. 

The  first  workshop  brings  together  business  and  financial  leaders,  city 
officials,  and  conmunity  leaders  to  learn  in  depth  about  NHS  and  conmit  themselves 
to  establishing  a  program.  An  affirmative  decision  involves  the  following  commit - 
nents: 

•  All  partners  agree  to  serve  on  committees  for  the  remainder  of 
the  developmental  process  and  to  actively  participate  in  the 
affairs  of  the  NHS  once  established. 

•  Business  and  financial  leaders  agree  to  make  financial  contri- 
butions in  support  of  the  hHS  operating  budget.  Financial 
leaders  agree  to  make  home  i]I^)rovement  and  purchase  loans 

to  qualified  hHS  residents. 

•  Local  government  officials  agree  to  make  capital  improvements 
and  code  inspections  in  the  target  neighborhood,  cooperating 
with  residents  in  identifying  needs.  Officials  also  conmit 
to  provide  capital  for  a  high  risk  revolving  loan  fund  for 
unbankable  residents.  In  smaller  conmunities  with  limited 
financial  institution  bases,  the  local  government  also  may 
provide  part  of  the  NHS  operating  budget. 
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•  Residents  agree  to  actively  participate  in  the  program  by 
in|}roving  their  homes  and  neighborhoods  in  cooperation  with 
the  other  two  partners. 

The  remaining  workshops  involve  selecting  a  target  neighborhood,  involving 
significant  resident  representation  from  the  selected  neighborhood,  witnessing 
an  operational  MC  in  another  city,  adopting  by-laws  for  the  new  corporation, 
and  electing  a  board  of  directors.  The  developmental  process  culminates  with 
the  hiring  of  staff  and  initiation  of  operations  in  the  MC  neighborhood. 

Although  Neighborhood  Reinvestment's  formal  role  ends  when  program  operations 
begin,  training  and  technical  assistance  are  provided  to  the  board  and  staff  Lpon 
request.  Other  types  of  suqpport,  including  the  provision  of  interim  directors 
during  transition  periods,  are  also  provided. 
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NEIGHBORHOOD  SUPPORT,  TRAINING  AND 
TEQiNICAL  ASSISTANCE 

Program  Goal 

The  program  goal  of  Neighborhood  Support,  Training  and  Technical  Assistance 
is  to  provide  services  to  local  NHS  programs  to  help  them  become  operational 
and  to  ensure  their  continued  viability  and  effectiveness. 

Methods  of  Achievement 

These  program  goals  are  acconqplished  by  providing  formal  training  programs, 
on-site  training,  educational  conferences,  technical  assistance,  neighborhood 
strategy  assistance,  fiind  raising  assistance,  and  grants  to  sipport  capitaliza- 
tion and  operating  expenses  of  a  secondary  market  for  low  interest  NHS  loans 
operated  by  Neighborhood  Housing  Services  of  America  (NHSA) .  These  activities 
are  described  below: 

Training  Programs  --  Neighborhood  Reinvestment's  NHS  training  department 
offers  several  intensive  courses  for  new  and  prospective  NHS  staff  members  to 
insure  high  quality,  comprehensive  training  in  organizing,  managing  and  pro- 
viding technical  services  to  NHS  neighborhoods. 

Executive  Director's  Training  Program  --an  extensive  intro- 
duction  for  new  executive  directors  to  the  operation  of  an 
MG.  This  two-week  course  provides  new  executive  directors 
with  the  wide  range  of  skills  and  knowledge  needed  to  manage 
a  local  nonprofit  corporation.  The  course  provides  partici- 
pants with  a  grounding  in  tlie  philosophy  and  goals  of  NHS, 
leadership  development,  service  delivery  principles  for 
voluntary  organizations,  and  in  day-to-day  administrative 
skills.  It  also  provides  a  general  examination  of  the 
technical  skills  affecting  an  NHS:  revolving  loan  fund 
principles,  appraisals  and  loan  underwriting,  conventional 
lending  principles,  contract  monitoring,  and  housing 
rehabilitation  techniques. 

Rehab  Specialist's  Training  Program  --  (also  referred  to  as 
Construction  Specialist)  is  an  extensive  introduction  to  the 
organization  and  management  of  the  construction  components 
of  an  NHS  program.  Geared  to  meet  the  specific  needs  of 
new  NHS  rehabilitation/construction  specialists,  the  program 
includes  working  sessions  on  building  inspections,  specifi- 
cation writing,  cost  estiinating,  contractor  supervision  and 
work  payn«hts,  and  client/contractor  relationships.  Elec- 
trical, plimbing  and  heating  theories  and  tecluiiques  are  also 
discussed  in  detail.  Since  the  Rehab  Specialist  Training 
Program  began  in  early  1980,  five  training  programs  have 
been  conducted  for  100  local  NHS  Rehab  staff  members. 
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Rehabilitation  Specialist's  Internship  Program  --  established 
to  ensure  that  a  pool  of  trained  applicants  would  be  avail- 
able to  NHS  programs  around  the  country.  This  comprehensive 
three  month  course  provides  two  weeks  of  administrative 
training  and  six  weeks  of  classroom  technical  training  in 
such  subjects  as  specification  writing,  carpentry,  electri- 
cal work,  and  cost  estimating.  The  participants,  who  usually 
have  a  background  in  construction,  are  then  assigned  for  a 
full  month  to  an  operating  MiS  where  they  work  under  the  close 
supervision  of  an  experienced  rehabilitation  specialist. 

On-site  Training  --  Neighborhood  Reinvestment's  field  staff  provides  a 
variety  of  on-site  training  and  teclinical  assistance,  tailored  to  meet  the 
individual  needs  of  each  program.  This  assistance  includes: 

NHS  Executive  Director  Orientation  --  designed  to  provide 
a  new  director  with  a  general  overview  of  NHS  operations, 
and  a  recommendation  for  an  individually- tailored  self- 
education  program  whidi  may  include  an  internship  in  a 
savings  and  loan,  a  bank,  or  the  city's  code  department. 
Tlie  orientation  also  assists  the  director  in  getting 
local  operations  underway  and  in  acquiring  job  descrip- 
tions and  other  administrative  materials  developed  by 
other  NHS  programs. 

Board  of  Directors  Workshops  --  field  staff  also  helps 
the  boards  of  newly- formed  programs  plan  and  conduct  a 
workshop  to  formulate  their  committee  structures,  esta- 
blish goals,  and  define  the  roles  of  board  members  and 
staff.  Established  boards  may  request  a  workshop  as  a 
structured  forum  in  vhich  to  review  their  progress,  set 
new  goals  using  management -by -objectives  techniques,  or 
draw  upon  the  experience  of  other  programs  to  overcome  a 
particular  problem. 

Local  Educational  Workshops  --  as  needed,  members  of  the 
NHS  partnership  request  assistance  in  conducting  special 
workshops  to  increase  the  involvement  of  local  institu- 
tions whidi  provide  appraisals,  loan  underwriting,  real 
estate  services,  construction  or  mortgage  insurance. 
These  workshops  are  particularly  intended  to  explain 
tlie  NHS  program's  goals  and  accomplishments  to  individuals 
who  make  daily  decisions  affecting  the  NHS  residents. 

Educational  Leadership  Conferences  --  the  support  activities  provided  by 
Neighborhood  Reinvestment  have  developed  in  response  to  the  needs  of  the  NHS 
programs  themselves.  These  activities  sometimes  take  tlie  form  of  regional 
or  national  conferences  at  which  NHS  participants  can  share  information  and 
learn  from  the  experience  of  other  programs. 
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Because  much  of  the  revolving  loan  money  is  lent  on  a  long-term  basis,  the 
revolving  funds  would  soon  be  exhausted  were  there  not  a  secondary  market  for 
the  loans.  This  secondary  market  is  provided  through  the  financial  operations 
of  Neighborhood  Housing  Services  of  America  (IUSA) .  Neighborhood  Reinvestment 
in  its  support  function  provides  capital  to  NHSA  to  purchase  loans  from  NHSs. 
NHSA,  in  turn, markets  tl»e  loans  to  private  investment  funds.  (For  a  more 
detailed  description  of  the  operations  of  MBA's  secondary  market,  please 
see  Appendix  M.) 

Fund  Raising  Assistance  --  the  rapid  escalation  of  construction  costs  has 
strained  the  capacity  of  individual  local  MB  revolving  loan  funds  and  has,  in 
turn,  intensified  demand  in  the  secondary  market  (which  MiSA  administers)  for 
MB  revolving  loan  fund  loans.  In  addition,  at  current  interest  rate  levels, 
MB  homeowners  traditionally  considered  bankable  are  postponing  work  --  reducing 
program  momentum  and  the  resultant  reinvestment  psychology  which  causes  a  neigh- 
borhood to  "take  off*'  through  private  initiative. 

At  the  same  time,  there  is  a  great  deal  of  demand  for  MIS  programs  to  expand 
into  additional  neighborhoods,  and  specific  neighborhood  needs  require  the  use 
of  additional  programmatic  tools  in  many  neighborhoods.  In  order  for  MB  to 
pursue  these  expansions,  both  programmatic  and  geographic,  additional  operating 
funds  are  required  for  each  local  MB  program  undertaking  them.  Traditionally 
MB  operating  budgets  have  been  contributed  primarily  by  local  financial  insti- 
tutions; however,  the  current  difficult  economic  conditions  for  thrift  insti- 
tutions are  affecting  the  ability  of  MB  programs  to  raise  funds  from  this  source. 
In  addition,  remaining  sources  of  Federal  assistance  are  subject  to  intensified 
local  conpetition.  As  a  result,  a  broader  base  of  corporate  support  will  be 
required  in  most  communities  in  order  for  NHS  programs  to  maintain  their  services 
and  undertake  programmatic  and  geographic  expansions. 

Development  of  financial 'resources  for  NHS  is  a  shared  responsibility 
between  Neighborhood  Reinvestment  and  MBA.  NHSA  has  retained  the  firm  of 
Marts  §  Lundy,  Inc.  as  fund  raising  counsel  and  with  their  assistance,  we  have 
devised  a  three  track  effort  to  provide  assistance  to  the  NHSs  in  this  area. 
(Please  see  Appendix  M  for  more  detail.) 

Neighborhood  Strategies  --  with  the  help  of  the  Ford  Foundation,  we  are 
now  able  to  offer  a  new  form  of  assistance  to  MB  programs  which  we  are  calling 
Neighborhood  Strategies.  Neighborhood  Strategies  involve  helping  the  MB  board 
and  neighborhood  residents,  block-by-block,  visualize  what  it  means  to  complete 
work  in  their  neighborhood.  This  is  a  refinement  on  our  earlier  goal  of  "turn- 
ing around"  a  neighborhood,  where  our  emphasis  had  been  on  changing  the  direction 
from  decline  to  improvement.  Today,  as  more  and  more  neighborhoods  are  reaching 
the  point  of  needing  to  decide  just  when  the  MB  will  have  achieved  its  goals, 
and  there  is  growing  demand  for  NHS  to  serve  additional  neighborhoods,  a  finer 
tuning  of  what  "completion"  means  is  required.  Through  work  with  individual 
MB  programs,  and  all  of  them  at  recent  regional  conferences,  we  have  been  able 
to  assist  MBs  in  focusing  on  this  concept  and  begin  setting  specific  attainable 
goals  for  completion  in  neighborhoods  and  sub -neighborhoods. 
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Program  Goal 

Tlie  goal  of  the  Apartment  Inprovement  Program  CAIP)  is  to  bring  privately 
owned,  conventionally  financed  apartment  buildings,  which  are  in  trouble 
financially  and  physically,  back  into  viable  operation  so  that  these  buildings 
provide  a  return  for  the  investors  as  well  as  a  decent  living  environment  for 
the  tenants. 

Methods  of  Achievement 

The  Apartment  Improvement  Program  is  based  upon  a  partnership  of  property 
owners  and  managers,  tenants,  financial  institutions  and  the  city.  Through 
the  use  of  the  conputerized  Real  Estate  Investment  Analysis  Model  a  financial 
analysis  of  the  current  and  projected  operations  of  each  building  is  studied. 
This  model  aids  in  the  development  of  an  individually  tailored  improvement 
plan  through  which  each  building  may  benefit  from  such  activities  as  tenant 
participation,  contemporary  tax  assessment  methods,  and  increased  investment 
or  restructured  mortgages  to  improve  the  economic  viability  of  the  buildings 
and  to  finance  inprovements .  Developed  in  Yonkers,  New  York,  the  Apartment 
Inprovement  Program  in  its  first  16  months  was  able  to  "turn  around"  sixty- 
five  apartment  buildings  containing  3,500  units. 

Each  of  the  above  partners  has  a  significant  role  to  play  in  the  apartment 
improvement  process: 

•  The  city  provides  diagnostic  building  inspection  and  code 
enforcement;  condemnation  and  demolition  of  selected 
buildings  if  appropriate;  counseling  assistance  to  existing 
and  future  tenants  including  Section  8  assistance  if  appro- 
priate; public  improvements  and  amenities;  use  of  assess- 
ment and  tax  deferral  programs;  and  in  many  programs,  imple- 
mentation of  the  conputerized  investment  analysis  program, 
and  administration  of  the  program. 

•  The  tenants  and  advisory  groups  serve  on  advisory  comittees 
that  help  define  and  plan  improvements  needed  in  buildings; 
develop  and/or  support  creation  of  tenant  organizations  for 
ongoing  communication  with  owners  and  managers;  screen 
potential  tenants;  provide  input  regarding  rent  levels; 

and  help  maintain  building  standards. 

•  The  building  owners  and  managers  accept  involvement  of  tenants 
and  city  officials  in  building  analysis,  make  available  all 
cash  statements  and  financial  information,  and  respond 
positively  to  the  need  for  improvements.  Omers  and  managers 
are  asked  to  cooperate  in  making  needed  improvements  while 
following  a  financial  plan  which  keeps  rent  prices  as  low 

as  possible.  In  some  cases,  a  change  in  management  and/ or 
ownership  is  required. 
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o  The  mortgagee (s)  provides  staff  to  become  involved  in 
building  analysis  and  to  meet  vdth  the  other  partners; 
considers  restructuring  the  mortgage;  uses  the  "good 
repair"  clause  or  other  legal  means  to  encourage  the 
inprovement  of  buildings  where  owners  are  slow  in  res- 
ponding; and  assists  in  finding  and/or  financing  new 
owners. 

Accomplishments 

MPs  have  been  established  in  11  communities  to  date.  Three  of  these 
programs  have  begun  or  conpleted  work  on  a  total  of  132  apartment  buildings. 
In  each  case,  improvements  in  the  building  have  been  achieved  through  one  or 
more  of  the  following  remedies: 

--  restructtiring  the  existing  mortgage  (amount,  time,  rate) 
--  restructuring  of  property  income  and  expenses 
--  services  and  financial  counseling  to  existing  or  new  tenants 
--  generating  a  physical  inprovement  program  with  code  require- 
ments as  a  minimum 
--  assessment  and  tax  deferral  benefits 
--  municipally  financed  capital  improvements 
--  restructuring  of  property  ownership  and/or  management 
--  improved  tenant  counseling 
--  improved  tenant -landlord  communications 

Six  AIPs  are  currently  in  development  and  four  more  will  be  started  in  FY 
1982.  Oigoing  technical  assistance  is  being  provided  to  the  11  operating 
Apartment  Improvement  Programs. 

Inpact 

AIP  programs  to  date  have  generated  a  total  of  approximately  $13  million 
in  building  improvements.  Typically,  an  AIP  will  continue  to  take  on  additional 
buildings  for  inprovement  as  long  as  the  problem  of  deteriorating  multi- family 
housing  to  which  AIP  techniques  can  be  applied  exists  in  the  community. 

The  inpact  study.  Neighborhood  Partnerships  in  Action  sumaarized:* 

•'The  leverage  of  public  resources  in  the  AIP  is  extensive. 
To  be  conservative,  private  investment  in  the  program  will 
be  considered  to  consist  only  of  the  value  of  improvements 
to  a  building.  The  value  of  time  spent  by  volunteers  on 
AIP  business  is  not  counted  here  because  it  is  difficult 
to  estimate  and  varies  from  year  to  year.  The  present 
value  of  the  subsidy  provided  by  the  differences  between 
market  and  actual  mortgage  interest  rates  is  not  included 
because,  in  many  cases,  lenders  do  not  have  the  option  of 
getting  out  from  under  the  building  mortgages  on  terms 
cooparable  with  those  in  the  conventional  market." 

"*   This  section  of  the  report  was  authored  by  Roger  Ahlbrandt,  who  is  currently 
Urban  Policy  Advisor  to  the  Assistant  Secretary  for  Policy  Development  and 
Research,  U.S.  Department  of  Housing  and  Urban  Development. 
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"Public  investanent  in  the  program  consists  of  the  direct 
costs  of  operating  the  program  and  the  value  of  property 
taxes  foregone  if  tax  reductions  have  been  granted.  How- 
ever, taxes  foregone  are  not  included  as  a  cost  of  the 
program  for  reasons  similar  to  those  discussed  above.  Many 
properties  that  had  taxes  restructured  were  either  in 
foreclosure  at  the  time  they  entered  the  AIP  or  were  making 
little  or  no  profit.  Tax  reductions  would  have  been  sought 
and  probably  granted  for  these  buildings,  and  taxes  would 
have  been  lost  to  the  city  anyway. 

"In  Yonkers,  the  average  building  received  approximately 
$200,000  in  improvements;  the  staff  estimates  that  five 

•  buildings  could  be  improved  per  year,  which  means  pri- 
vately financed  annual  program  isprovements  would  total 
$1  million.  Assuming  annual  program  operating  costs  of 
$125,000,  each  public  dollar  invested  in  the  program  is 
leveraged  eight  times.  This  computation  is  conservative; 
it  does  not  take  into  account  the  additional  private  in- 
vestment that  occurs  in  surrounding  properties  and  neigh- 
borhoods as  AIP  results  are  observed. 

"The  leverage  obtained  in  Mount  Vernon  is  even  higher.  To- 
tal public  costs  (including  money  spent  by  Neighborhood 
Reinvestment  and  the  city)  amounted  to  $28,000,  which 
produced  $450,000  worth  of  private  investment  in  Bailey 
Gardens.  Therefore,  each  public  dollar  produced  sixteen 
private  dollars. 

"in  Hartford,  annual  staffing  costs  are  approximately 
$40,000.  This  funding  produced  $282,000  worth  of  private 
investment  in  the  Sigoumey  Street  project,  and  a  lever- 
aging of  each  public  dollar  by  a  factor  of  seven." 
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PROBLEM  PROPEKriES  STRATEGIES 

Problem  Properties  Strategies  are  designed  to  assist  MB  programs  in 
addressing  "Sticking  Points"  which  are  beyond  the  scope  of  basic  hHS  services 
and  financial  resources.  These  Problem  Properties  vary  among  neighborhoods 
but  frequently  involve:  vacant  or  abandoned  houses;  low  percentages  of 
homeownership  and  a  significant  nunber  of  poorly  maintained  rental  properties, 
vacant  lots;  a  lack  of  affordable  quality  rental  housing  and  small  undermain- 
tained  buildings.  Through  the  implementation  of  various  problem  property 
strategies,  NHS  programs  with  assistance  from  Neighborhood  Reinvestment  are 
able  to  address  these  sticking  points: 

•  Assist  potential  owner-occupants  in  purchasing  and 
rehabilitating  vacant  houses  or  blighted  rental  property. 

•  Promote  confidence  in  target  blocks  as  problem  properties  are 
treated. 

•  Improve  the  physical  condition  of  target  blocks. 

t  Generate  and  reinforce  interest  in  MiS  services  by 
neighborhood  residents. 

•  Stimulate  private  reinvestment  and  new  conventional 
mortgages  in  the  hHS  comnwnity. 

Methods  of  Achievement 

The  Rehabilitation  and  Sale  Program  allows  a  local  NHS  to  purchase  a 
vacant  house,  rehabilitate  the  home  fully,  and  then  resell  the  unproved  property 
of  a  homeowner.  In  some  instances,  a  modest  subsidy  from  the  local  government 
is  needed  to  bring  the  price  of  the  house  down  to  the  neighborhood  market  value. 
Purchase  and  construction  financing  for  the  potential  buyer  are  also  necessary 
to  make  the  program  successful. 

Neighborhood  Marketing  efforts  focus  on  a  neighborhood  marketing  program 
to  attract  new  owner- occupants  for  vacant  or  abandoned  properties  which  may 
be  too  expensive  for  a  neighborhood  tenant  to  purchase  and  rehabilitate.  The 
approach  includes  homeownership  counseling,  rehab  assistance  and  financing 
alternatives,  and  may  also  provide  current  homeowners  with  home  maintenance 
training. 

Tenant  Conversion  assists  existing  neighborhood  residents  in  purchasing 
the  home  they  presently  rent  or  a  nearby  home  in  the  M4S  neighborhood.  A 
tenant  adviser  assists  families  in  finding  homes  to  buy  within  the  neighbor- 
hood and  works  with  them  to  solve  financing  and  rehabilitation  problems.  In 
city  after  city,  NHS  programs  have  discovered  a  large  pool  of  stable  renters 
with  excellent  rent  payment  records  and  the  ability  and  desire  to  become 
homeowners  with  the  help  of  NHS  counseling  and  flexible  financing.  Using 
this  approach,  problem  properties  represented  by  undermaintained,  absentee- 
owned  properties  can  also  be  eliminated. 
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Small  Apartments  and  Residential -Over -Coniiiercial  Fhpoperties  may  be 
problem  properties,  hampering  the  MC's  effort  in  particular  blocks.  Where 
NHS  neighborhoods  have  a  significant  minber  of  small  multi- family  structures 
of  two  to  eight  units,  these  properties  are  scroetiroes  owned  by  marginal 
or  unsophisticated  investors  i^  do  not  provide  adequate  maintenance  and 
needed  rehabilitation.  The  same  situation  exists  with  residential  apartments 
over  neighborhood  stores.  In  both  instances,  the  NHS  has  intervened  to 
arrange  a  rehabilitation  financing  package  for  the  existing  or  new  owner  in 
order  to  get  these  highly  visible  problem  properties  turned  around. 

The  principle  participant  groups  and  operational  elements  which  may  be 
selected  for  development  of  a  Problem  Properties  Strategies  program  include 
the  following: 

•  Neighbor}xx)d  Residents  agree  to  serve  on  comnittees  which 
direct  the  program;  stimulate  the  interest  of  others; 
identify  menacing  properties  suitable  for  acquisition, 
rehabilitation  and  sale;  assist  in  locating  owners  of  vacant 
buildings;  watch  homes  during  reconstruction  to  reduce 
vandalism;  market  properties  to  prospective  purchasers; 
encourage  neighbors  to  improve  their  properties;  and  work 

to  obtain  public  improvements  in  the  program  area. 

•  Financial  Institution  Representatives  agree  to  serve 

on  committees  which  direct  the  program;  contribute  their 
technical  expertise  as  an  equal  partner  in  the  program; 
provide  construction  and  permanent  financing;  convey 
institution-held  properties  to  speed  their  rehabilitation 
and  sale;  and  assist  when  appropriate  in  obtaining  necessary 
insurance. 

•  Local  Government  Representatives  agree  to  provide  diagnostic 
housing  and  building  inspections;  acquire  properties  and/or 
convey  goverrment-held  dwellings  to  speed  rehabilitation  and 
sale;  consider  forgiving  back  taxes  to  make  acquisition 
feasible;  provide  public  ijiprovements  to  the  target  area; 
consider  underwriting  partial  operating  costs  for  the  program; 
and  subsidize  capital  outlays  to  ensure  sale  of  hemes  at 
neighborhood  market  values. 

•  Technical  Staff  administer  the  process;  carry  out  the  goals 
of  the  Problem  Properties  Strategies  program  partnershiip; 
and  manage  the  program. 

•  Realtors  agree  to  market  vacant  properties,  coordinating 
their  efforts  with  lending  institutions,  the  city  and  the 
WS  staff. 

•  NHS  Revolving  Loan  Fund  is  made  available  to  unbankable  clients 
who  wish  to  purchase  and/or  rehabilitate  previously  vacant  or 
rental  houses. 
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AcoMplishBegits 

Durii]g  FY  1981,  the  develofamt  of  m.  Vrdblem  Properties  Strtteigies  pro- 
gnm  las  cxaf>leted  for  one  !iiS  and  begun  for  one  other  MiS  jtrogrmi.     To  date, 
Problen  Properties  Strategies  dei^lopnent  has  been  begun  for  six  )iiSs  and 
coapleted  for  ten  ?ilS  prpgraas.* 

Ii^pact 

MCs  with  Problem  Properties  Strategies  ^rfiich  focus  on  rental  conversion 
to  hone  owiership  have  converted  and  r^iabilitated  an  avierage  of  20  to  2S 
houses  per  nei^iboThood  with  an  average  total  value  of  about  $418,000. 
Throufghout  the  piogiaa,  40  to  7S  potential  new  honeowners  are  ooiiiseled. 

MSs  with  strategies  which  focus  on  rdiabilitation  and  sale  of  vacant 
houses  have  a\'eTaged  about  6  houses  per  neig^iborhood  per  year  with  an  average 
per  year  total  value  of  $180,000.  Directly  related  spin-off  reimnestiKnt  by 
residents  in  tai^get  areas  is  evident  but  cannot  be  separated  froa  the  overall 
ij^MCt  of  the  JfB. 


*Until  this  year  these  were  known  as  Home  Ownership  Promotion  and  Rehabilitation 
and  Sale  programs. 
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INSURANCE  INDUSTRY  FULL  PARTNERSHIP  PROGRAM 


Program  Goal 

The  Insurance  Industry  Full  Partnership  Program  was  developed  in  response 
to  difficulties  MIS  residents  were  having  in  securing  voluntary  insurance  and 
the  impact  this  was  having  en  the  NKSs'  ability  to  rebuild  confidence  in  their 
neighborhoods.  The  Insurance  Industry  Full  Partnership  Program  is  designed  to 
strengthen  the  delivery  of  voluntary  residential  insurance  services  in  the 
neighborhood  as  well  as  involve  the  local  insurance  industry  in  the  financial 
and  managerial  support  of  the  NHS  at  a  level  comparable  to  that  of  the  banks 
and  savings  and  loans. 

Methods  of  Achievement 

Creation  of  an  NHS -Insurance  Industry  Full  Partnership  Program  entails  9 
months  of  vorkshop  and  conroittee  work.  This  process  brings  together,  usually 
for  the  first  time,  senior  company  officers,  local  company  underwriters,  agents, 
residents,  lenders,  city  representatives,  and  NHS  staff.  For  most  insurance 
representatives  it  is  the  first  time  they  actually  walk  through  the  neighbor- 
hood or  develop  a  sense  of  what  happens  when  a  neighborhood  begins  to  turn 
around.  Usually,  it  is  the  first  time  a  city  code  official  and  an  under- 
writing manager  have  the  opportunity  to  discuss  and  recognize  the  similarity 
betveen  company  underwriting  criteria  and  city  code  requirements.  And  for 
residents,  it  is  the  first  time  they  have  been  given  detailed  infoimation 
concerning  industry  operations,  structure,  and  limitations --which  provides 
an  important  base  for  their  participation  in  committee  discussions  regarding 
their  insurance  needs  and  possibilities  for  developing  new  products,  marketing 
strategies,  and  adaptation  of  eligibility  criteria.  Through  service  on 
coirmittees ,  the  groups  work  together  to  develop  specific  proposals  concerning: 

•  How  the  delivery  system  can  be  strengthened  in  order 
to  assure  residents  access  to    service  by  agents; 

•  The  need  for  additional  forms  of  insurance  coverage 
which  would  be  resp<OTsive  to  residents'  needs; 

•  In  light  of  NHS  efforts,  the  criteria  which  need  to 
be  met  in  order  to  be  eligible  for  particular  forms 
of  coverage; 

t  The  roles  NHS  can  play  in  facilitating  education/ 
communication  among  companies,  agents,  and  residents; 
and 

t  The  level  of  financial  and  management  support  the 
industry  can  provide  to  the  M-IS's  operation. 
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Based  upon  the  development  of  this  pilot  project  in  Chicago  and  replica- 
tion in  four  additional  cities,  ms  have  found  the  basic  con|x>nents  of  this 
program  to  be: 

t  An  in-house  NHS  Insurance  Coordinator  vdio  provides  outreach, 
one-on-one  counseling  to  residents,  assistance  throughout 
the  process  of  securing  coverage  through  the  voluntary  market 
and/or  claim  settlement  and  in  reducing  the  need  for  the  Fair 
Plan  in  the  NHS  neighborhood; 

t  Conpany  coimunications  to  their  undertnlters  and  agents  — 
regarding  their  desire  to  service  NHS  neighborhoods; 

t  A  list  of  agents  who  are  familiar  with  the  neighborhood  and 
want  to  and  are  able  to  provide  good  service; 

t  Company  liaisons  who  know  the  neighborhood  and  can 
assist  in  .the  placement  of  insurance  should  any 
difficulties  arise; 

t  lbs  availability  of  a  full  range  of  coverages  by 
standard  carriers  which  will  respond  to  the  needs  of 
NHS  residents; 

•  Recognition  of  the  similarity  between  general  industry 
underwriting  criteria  and  city  code  and  that  homes  which 
are  up  to  code  will  in  most  cases  meet  industry  under- 
writing criteria; 

t  Industry  representation  on  the  NHS  board  and  committees;  and 

•  Industry  participation  in  the  financial  support  of  the  NHS 
at  a  level  comparable  to  that  being  provided  by  the  banks 
and  savings  and  loans. 

Impact 

In  the  past  two  years,  as  a  result  of  their  participation  in  the  creation  of 
NHS  Insurance  Industry  Full  Partnership  programs,  a  number  of  companies  have 
developed  and  tested  new  forms  of  coverage  to  address  the  insurance  needs  of 
urban  homeowners  such  as  properties  with  a  substantial  discrepancy  between 
market  and  replacement  values,  the  sound  properties  adjacent  to  a  vacant  building 
or  vacant  properties  undergoing  siobstantial  rehabilitation.  The  NHS  strategy 
of  coordinated  reinvestment  block -by-block  has  {Jrovided  companies  with  the 
environment  in  which  they  can  test  these  coverages. 

The  coin>anies'  coinnitment  to  NHS  is  also  reflected  in  financial  investments  i 
NHS  partnerships  in  the  form  of  contributions  and  social  investments.  Company 
contributions  to  NHS  FuU  Partnership  programs  have  totalled  over  $1.2  million 
to  date. 
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Indus  try- wide  contributions  of  over  $1  ndllion  have  enabled  the  six  local 
Insurance  Full  Partnership  programs  to  enhance  services  in  their  neighborhoods, 
and  special  challenge  grants  from  the  St.  Paul  Companies  and  Allstate  have 
allowed  the  Twin  Cities  and  Chicago  NHSs  to  expand  their  programs  to  additional 
neighborhoods.  Equitable,  Prudential  and  Allstate  Iiave  also  recognized  that 
the  MS  neighborhood  offers  sound  investment  opportunities  and  have  made  signi- 
ficant comnitinents  to  M6  through  social  investments. 
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Impact 

The  following  table  summarizes  the  direct  impact  of  the  Oakland  IHS's 
Owner- Bui It  Housing  program: 

Owner-Built  Housing 
Fourteen  Home  Development 

Land  and  Iiiprovements 

Construction 

Financing 

TOTAL 

Estimated  Ntarket  Value 
Savings  to  Owner-Builders* 


•Equals  Family  Labor  Equity  Earned 


Administrative  Costs  (covered  by 

Neighborhood  Reinvestment  Grant)  $100,000 

Administrative  costs  in  future  Oakland  Owner-Built  developments  are  expected 
to  be  approximately  50%  lower  than  in  the  pilot  project.  The  leverage  on 
Neighborhood  Reinvestment's  start-up  assistance  will  continue  to  grow  as 
future  development  is  totally  funded  by  local  resources. 


Per  Unit 

Total 

$  6,000 

$  84,000 

33.000 

462,000 

7,000 

98.000 

$  46,000 

$644,000 

$  80,000 

$1,120,000 

$  34,000 

$476,000 
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o  Salt  Lake  City  NHS  Energy  Conservation  Program  (Salt  Lake  City,  Utah) 
Salt  Lake  City  NHS  is  coordinating  the  full  spectrum  of  existing 
energy  conservation  resources  for  its  neighborhood.  Partners  with 
the  }VS   in  this  effort  include:  city  and  state  governments, 
utility  companies,  schools,  lending  institutions,  contractor 
trade  associations,  and  coraromity  action  programs.  The  compre- 
hensive plan  evolved  in  the  NHS  neighborhood  will  serve  as  a  model 
for  other  neighborhoods  in  the  city. 

Based  upon  the  success  of  these  efforts,  Neigliborhood  Reinvestment  was 
recently  awarded  an  energy  conservation  grant  by  the  Ford  Foundation  to  allow 
for  an  expansion  of  energy  conservation  efforts  among  NHS  and  AIP  programs. 
The  grant  is  helping  to  support  energy  conservation  efforts  by  three  NHSs  and 
two  MPs  as  well  as  training  programs  at  Neighborhood  Reinvestment's  Training 
Department.  In  addition,  the  grant  is  contributing  to  the  publication  of 
Weathervane . 

The  }VS  programs  are  in  Chelsea,  Massachusetts,  Denver,  Colorado  and  Rochester, 
New  York.  In  (Selsea,  the  NHS  staff  is  working  with  property  owners,  managers 
and  renters  in  developing  a  model  approach  to  integrate  weatherization  into  both 
tlie  rehabilitation  and  management  of  two-to-six  flat  buildings. 

In  Denver,  the  Highland  MiS  is  undertaking  a  comprehensive  weatherization 
project  which  focuses  on  training  volunteer  residents,  predominantly  senior 
citizens,  as  energy  auditors.  The  residents  will  help  market  the  program,  do 
audits  and  informally  assist  homeowners  as  they  complete  their  energy  conserva- 
tion rehab. 

In  Rochester,  two  NHS  reliab  specialists  are  being  trained  as  energy  auditors 
by  the  Rochester  Gas  and  Electric  Corporation.  After  training,  they  will  develop 
a  plan  to  incorporate  energy  conservation  into  many  aspects  of  the  I4B  rehab 
process.  The  NHS  is  also  organizing  an  energy  conservation  committee  with  strong 
representation  from  utilities  and  various  energy  conservation  groups. 

AIP  programs  sharing  in  the  Ford  grant  funds  are  in  New  York  City's  Northwest 
Bronx  and  Pehlam  Parkway  areas.  Projects  in  these  two  programs  are  seeking  to 
integrate  conservation  techniques  and  materials  into  the  rehabilitation  and 
management  of  large  buildings.  Through  AIP,  New  York  City's  rehab  staff  is 
being  helped  to  place  more  emphasis  on  energy  conservation  in  work  write-ups. 
Presently,  the  first  rehab  packages  are  being  reviewed  with  lenders. 

Neighborhood  Reinvestment's  Training  Department  is  using  some  of  the  Ford 
funds  to  establish  model  curricula  and  training  in  energy  conservation  for  NHS 
executive  directors  and  rehab  specialists.  The  training  for  executive  directors 
includes  methods  of  increasing  outreach  services  to  the  community,  and  the  use 
of  energy  conservation  as  both  a  marketing  tool  for  NHS  programs  and  as  a  way 
of  attracting  other  resources,  such  as  utilities,  to  the  partnership.  The 
training  for  rehab  specialists  spans  the  need  for  energy  conservation,  the  basics 
of  teclinology  and  up-to-date  product  information,  the  cost  effectiveness  of  low- 
cost  and  no-cost  weatherization,  and  the  conservation  specialist's  role  as  a 
coiiinunity  educator. 
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The  City  --  The  city's  role  is  one  of  coordination  and  funding.  The  city: 

•  increases  capital  improvements  and  services  to  the  district 

•  helps  to  fund  a  revolving  loan  fund  for  nonbankable  business 
or  real  estate  loans 

•  helps  to  develop  and  enforce  design  standards 

•  helps  to  develop  and  maintain  a  Special  Assessment  District 

•  helps  to  fund  the  development  of  the  program 

In  order  to  make  important  decisions  and  manage  staff,  the  partnership 
establishes  a  nonprofit  corporation  with  a  specific  description  of  purpose  and 
by-laws.  The  board  of  directors  of  the  corporation  has  the  authority  to  hire 
and  manage  a  staff  which  is  headed  by  a  Neighborhood  Business  Center  manager 
v^o  is  responsible  for  advertising,  promotions,  community  relations,  sanitation, 
security  and  maintenance.  These  fimctions  must  be  performed  continually  and 
should  be  paid  for  by  the  business  owners  through  an  equitable  assessment 
arrangement . 

The  Role  of  Neiglilx^rhood  Reinvestment  --  Neighborhood  Reinvestment  acts  as 
a  catalyst  to  bring  the  partnership  together  and  to  develop  the  program.  In 
doing  so.  Neighborhood  Reinvestment: 

•  conducts  a  detailed  market  study  of  the  business  district  to 
ascertain  its  potential 

•  enters  into  a  development  agreement  with  a  local  entity  (usually 
city  government)  to  assist  local  merchants,  property  owners, 
residents,  financial  institution  representatives  and  represen- 
tatives from  local  government  in  creating  a  Neighborhood 
Business  Center  program 

•  conducts  a  careful  survey  of  local  resources  and  secures  the 
interest  of  institutions  and  individuals  concerned  with  neigh- 
borhood preservation 

•  hires  and  manages  a  temporary,  full-time  Neighborhood  Business 
Center  manager  to  immediately  activate  the  program 

•  conducts  an  educational  process  featuring  several  workshops 
designed  to  acquaint  representatives  of  all  segments  of  the 
partnership  with  operational  details  of  the  program,  and 
assists  them  in  fitting  the  options  to  local  needs 

•  assists  in  the  organization  of  the  partnership  structure  and 
selection  of  permanent  staff  for  the  program 

t  provides  training  and  technical  assistance  to  the  program  staff 
during  the  development  phase  and  later  stage  of  operation 

Accomplishments 

The  model  is  currently  being  replicated/refined  in  the  West  End  neighbor- 
hood of  Atlanta,  Georgia  and  the  East  Main  Street  neighborhood  in  Bridgeport, 
Connecticut. 
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MEIGHBORHDOD  PRESERVATTCN  PROJECTS 


Pro<{tain  Goal 

The  goal  of  Neighborhood  Preservarian  Projects  is  to  seek  out  prcmlfing 
strategies  and  new  tools  for  reversing  factors  causing  neighborhood  decline. 

These  new  tools  enable  }9Ss  to  deal  with  the  ever -tightening  rental 
■arket,  more  distressed  neighborhoods,  neighborhoods  with  higher  proportionj 
of  renters  and  apartamt  buildixi^,  aore  blighted  buildings,  scattered 
vacant  lots,  blighted  cooMrcial  areas,  etc. 

Methods  of  Achievqeent 

The  goal  of  Hei^terhood  Presenration  Projects  if  achieved  bf  a  three ' 
part  process  which  includes: 

I-     Idflgrtif  icati  on/Selectign 

»P  searches  for  effective  local  ftrategUs  that  cm  becoae 
useSal  prograB  tools  is  otSaer  neifH>orhMds.    In  choof  in^  projects 
to  supparz^  !P?  uses  the  followlag  criteria; 

•    Meets  a  sif?staptial  need  -  Initially,  the  proposed  project  if 
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Ttaacz'jBi  aac  t«C3cisal  as^:^taac«  -^^  ^csir  ^^^r^^-^- 


rae  jjiiK^  -■^"  ^ij:;<jl^^i3t  !oe«Qec  f^  "i^jpe^^fw^  ^jn^^^rsfm^. 
tr  aeweOac  a  i«nassue  ^caDo^trassis:  -p^^cr  jt  ^^5e»f  tie-^^fK'5>*'' 


—     lg^  ^luL-^-jraiig  aic  B^a^at:;-^  -  •>j,^uaeK:a*g  ^»g>C^t 

^eae  -araasass^  prpiec^f  a»  i>eQar?ec .  **  -pei^^^^t  «a<^-  y%^r* 
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•  Monitoring  -  The  original  vork  ptograra  is  the  framework  for 
observing  the  project.  NPP  periodically  exaniiies  the  follow- 
ing: 

-Structure  •  How  the  project  is  organized  to  do  business. 

-Operations  •  What  activities  are  undertaken  to  reach  the  goal. 

-Outputs  -  What  has  been  accomplished,  such  as  units  rehabili- 
tated, houses  sold,  tenants  converted  to  owners,  and  increase 
in  merchant  sales. 

NPP  also  gives  technical  assistance  to  projects  which  need  help 
in  meeting  objectives. 

•  Evaluation  •  The  reporting  process  and  our  technical  assistance 
provide  the  necessary  information  to  determine  1)  whether  the 
program  works  and  2}  whether  it  can  be  replicated  in  other 
neighborhoods. 

-Does  it  work?  -  The  project  must  clearly  show  that  it  meets 
a  neighborhood  need  effectively  and  does  it  in  a  way  that 
draws  on  the  original  partnership. 

-Is  is  replicable?  -  NPP  must  then  determine  whether  the 
essential  elements  are  broadly-  applicable  in  NHS  neighborhoods . 
In  order  to  make  this  judgment,  we  bring  in  other  NHS  neighbor- 
hood staff  to  discuss  the  use  of  the  new  program  tool. 

3.  Packaging  Model  for  Replication 

The  final  step  is  to  pull  together  all  that  thas  been  learned 
into  a  format  that  fully  describes  the  model  and  becomes  the  basis 
for  pilot  replication  by  the  Neighborhood  Program  Development 
division.  The  information  includes: 

-a  history  of  the  program's  development 

-a  description  of  the  program's  essential  elements  and  time 

requirements  for  implementation 
-a  description  of  the  oartnership  and  the  resource  ccmmicnent 

level 

-a  description  of  the  organisational  form  and  staffing  patterns 
-a  description  of  the  target  neighborhood  and  program  impact. 

This  becomes  the  blueprint  program  model  and  instructional  base 
for  testing  the  new  tool  in  other  neighborhoods. 
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AH  of  zht  : %,  —If  ii.  co^xnents  oov  is  the  replicatJop  sta^  itvre 

ari^xaallr  suLi.rss£iil  !ieij|aixyiixxxi  PresemtiGD  Projects.     IVse  fa»«  inclnSed: 


ProgrsB 


^riTfhng  apftahnitatJOD  Project 

eaeserrarinn  Serrices  fJCSl  -  fnai  tijc  Bertsler  (€A}   Pilot 
■Tar:  OB  Project 

ProBPtiQB  {HF)  -  fTGB  tise  SaltiaDre  !«S  Hok  Him  i  lii'ii 
Ind  }fcKti2^  Project 

PtspLbk  Pi'JUB Lies  Scratfyies  -  fnai  tbe  Ima^n  Plain  CBostzaa,  M^j 
tacaet  ^inrsT-as  lesocatuB  Project;  dty  of  Baltzjcrs  26{ii>  Project; 
PsBfelo  CC:::.  3K  ae^sib  Tiaiaiag  Project;  Stop  IKastias  Jtoaaiaaed 
Pij^es.: ',rs  -ProriieBice,  XI^  Project 

SraTTfir ar  3g  rrrwarioE  -  froa  tae  falifrr^-ia  >iC  FotacatioB 


JC;  ana  Salt  Lais  ?i5  CSalt  Laje  City,  X"y 


Mr'^ji^iiiOT^yicI  Hjnarss  r<Kr;7fss  -  froK  aiae  soarats  p?^ects  12  tiae 
tciiflW23^  nrrffs:     Toleac  ^:e;  ,  Z^nvlaod'  'IE; ,  r^ilaoel^scia  7A, , 
Portlaad  Ca^-,  JalraEie  ?Cr,,  :V.:^iy5  :T1:.  Jtelacta  ^G^^,  aad 


flS-ZU  •  •  «2  '  ^ 
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NEIGHBORHOOD  PRESERVATION  PROJECTS 
Currently  Funded  Demonstration  Projects 


ENERGY  CONSERVATION 


•  Ferry   Tllla^g  ?fH5   Enaray  Conaerv^cion  PrQJac:c 
CSguch  Pgrcland^  Hainc) 

Ferry  Village  ^THS  ia  ^ystenatlcAlly  integrating  energy  conservation  audit 
And  repair  procedures  Into  its  operetlonH.     Enersy  conservation  is  being 
tested  as  an  alcemarlva  ta  s^naiilve  code  anforceoent   in  che  marketing 
of  the  NHS's  camprehe naive  rehabilitation  services       In-home  discussions 
and  uorlcshopa   for  snAll  group?  of   residents  Also   denK3n«CT4tft  cost- 
effective  do-lt^yauraalf  energy  conservation  techniques. 

•  Salt  Lake  ^fHS  Energy  Cotiservatlon  Projacc 
(S*lc  Uk«  City,  Utah) 

Salt  Lake  NHS  is  coordinating  the  full  spectrum  of  existing  energy  con- 
servation resources   for  Its  neighborhood »     Partners  with  the  NHS  in  this 
effort  Include       city  and  dtate  govemDents     utility  companies,   schools, 
landing  Institutions     contractor  trade  associations     and  community  action 
programs       The  conjpr^henaiva  erter^y  cou^arvition  plan  evolved  in  the  NHS 
neighborhood  vlll  serve  as  a  model  for  dther  neighborhoods  in  the  city. 

•  Ford  Faupda  t ion  Ene r gy   Cons g rv a t  ion  Pr o j  ect a 

tTelghbarhood  Tie  in  vestment  Corporation  has  been  awarded  a  Ford  Foundation 
grant   to  support  ener^  conservation  projects   in  NHS  and  AlP  neighbcir- 
hoods.     Grant  funds  are  available  over  two  years  beginning  April     1981. 
Five  distinct  prcijecit  activities  are  being  undertaken  In  an  effort  ca 
expand  upon  end  cansolldata  iaiormatloa  already  gained  from  damans t rat Ian 
projects   funded  by  Neighborhood  Re Ijives tioen C   In   the  past       KPP   is  pro- 
viding technical  assUcanca  In  the  devalopaenc  of  all  five  energy  con- 
servation projects       All  pri^jects  will  be  iwinltorftd  and   prograta  models 
vlU  be  refined  fron  their  experience  for  replication  in  other  ifflS  and 
AIP  neighborhoods. 

-      WHS   of   Roches  rar    EncTrgy    Conser-ra!:  i  jr.   Project 
Clochescer,    :iew  York) 

NHS  of  Rochester  is  testing  a  program  model  for  packaging  energy 
conservation  loans   for  lending  institutions,   local  government  and 
utilities  in  conjunction  with  the   full  range  of  rehabilitation 
services  already  offered  by  NHSs.      The  NHS   is  developing  a  com- 
prehensive delivery  systec  for  all  energy  conservation  resources 
needed  by  its  neighborhood. 
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H'.  gh'  amd  JE35  Is  asslsring  7tf1^V>Tt>ooQ  resldeats  ia  icv«Id^lztg 

-^   -.  —         "--^i   ?i  -?=l:=teer  r«sii«=ti,   T^rl-n^^m 

v-^^_    ,        ■    "iL  =   *=^   irti:   Slier*   la  nttr&crtAttiiW 

kl^il7  ^mlA  atllirT  liiirin  czaac^  ft»t4«,     Tfc*  IB  will 
csordisare  all  ictlTttles  f;4  prvwiAa  ixt-depch  flaaaciAl,   r^»ft« 
billracloa.  aad  ;=:fell^  ~9«ik-^. 

tCh*l#fn,  gfciiaLliujirrj:- 

("hj^«*j.  TCS  li»*  developed  a  aodel  appT-oa<^  for  iategraciag  energy 

^Kserviaclaa  tcczml^oes  L^lj  the  ^^.^ ^^i^AziiM  ami  ■^ufCBS.;. 

a£  Z-«  £l«Xi  iapKTt^ae^t  ^t:^;tflBgi.      I^  ^sS   L±  ^9kXa^  «««lli^l«   to 
Its  nftjahorfaooA  tiiltiJis  new  energy  ^aiarratiM.  fc^aqUty     such 
as  a  s^ecLallj  eagiaeered  blower  ^.^-r     for  dlAps?»ing  t5te  ^rt±* 
t^ilar^  ascds  of  iadividu*!  bulldiags.      The  cast-4f  f«c^iT«u«s  af 
aei^ihioTtDod  telf-beip  ---ti:j:«r:.i5i-;^  efforts  when  coordioated  by 
the  1SS  Ls  beijrig  t*3r*i. 


^ 


Terfc,  ScfV  Tori} 


yelfcmDrtiQQd  Reinvescaenr  is  assisting  the  AI?s  in  the  Northwest 
Bronx  and  ?elii£n  Firkva^  leljhbor^oods   lo  laccgc^iL*  ent^^:-    ^v*v= 
servation  into  the  process  of  risfirLmcicis.    rehab  ilitatl:^  aad 
■acjging  lirgc  ap^rtaeac  buildingf.     AIF'£  tonpu^tr  prcgrans  foe 
Etie   cjE^lete   flnanclAl  A&A^vftis   af  ap*rtafetit  buildings   A?e  belaf 
revised  to  include  the  impact  of  energy  conservation  alt«matlvej. 

Technical  assistance  froa  an  fixperlen<^e^  «n«rsy  conjA ovation 
engineer  is  available  to  the  Al?s  .      JtsJifi  cat  tons    tj   th*  analysis 
of  building  needs  and  rehabilitation  specifications  are  being  caade 
for  aaximiia  energy  efficiency. 

The  !)eighborhood  Helav^s^^eac  Training  Department  in  Chicago  la 
developing  a  model  energy  conserv^ation  curriculum  and  training 
approach  for  NHS  staffs.     Member?  qI  tKoa^  staffs  will  be  trained 
In  enerjy  conser-J-atian   techno I^Jgiy     cottDHunity  education  and  pro- 
gram  :*v~i — *"-        ^r  ---"■     '-'^- r^,„  newsletter,   "Weather- 
vane,"  will  be  published  regularly   to  update  the   training.      It 
will  initially  be  directed  toward  MHS  neighborhoods,  but  may 
later  be  broadened  to  Include  other  organizations  serving  neigh- 
borhoods. 
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NEICHBORHOOD  RENTAL  RESOURCES 


•  Baltljor*  BUS  Rental  Sacvicen 
CaalciflOTA,  M«ryXAad> 

Th«  BaltLmorB  Pattersoa  Park  NHS  is  addressing  Che  problens  of  displace- 
ment through  the  Nfll^hborhODd  Rental  Services  Program.   The  Neighborhood 
Rental  Service  is  a   separate  corporation  foTiied  by  the  NHS  Co  i^,Ht*ii- 
rehabilitate  and  rent  problem  rnntal  properties  on  specific  targe c  blocks. 
The  proBtaiv  cootblnes  acctuisltlon  loans  fron  the  NHS  High  Rlst  Revolving 
Loan  Fund,  Exla  ing  Secclon  a  Housing  Aiaistance  PaymcQti  and  312  lOAJd*. 
After  TehebLlicicton  the  properties  are  rented  to  neighborhood  residents 

e  Chicago  tJHS  Hutu^I  Hpualng  Conversion  Project 
CChicago,  liUoole) 

The  C3]lcago  KHS's  RedeivelcipiHnc  Corporation  (NHSRC)  Is  pursuing  a  pilot 
procesa  tfhlch  ancampasse*  the  concepts  of  csutual  housing,  turnkey  develop- 
ment and  Che  iciractlan  cf  private  Investment  capital.  NHSRC  is  reno-   ^ 
vaclng  and  scabilifing  the  tenancy  of  a  moderate-sized  aparcmenc  building 
for  conversion  to  ownership  by  a  mutual  housing  association. 

e  Ithaca  WHS  Scarcer-Site  Project 
tichaca,  New  York) 

Ithaca  NHS  will  acquire  and  rehabilitate  55  units  of  scattered  site  rental 
housing  over  tvo  years   At  the  end  of  tha  first  year  of  operations  the  NHS 
vill  eveluete  alcematlye  options  for  ownerabip  fo  the  units  Inarder  to 
maintain  comtunlty  control.  The  NHS  vill  financa  T;he  project  vlth  con- 
struction moTtsage*  fr-om  landers  combined  wlcti  CDflG  funds   While  unlta  are 
being  rehebbed  renartt  leadership  vill  b«  davelopAd.  The  educational  pro- 
cess will  be  geared  toward  preparing  ^he  tenants  to  participate  in  the  dis- 
cussions and  Cinal  decisions  concerning  alternative  forms  of  ownership. 

e  Flat bush  Pevelopnene  Carporation 
Cnatbush*  New  Ifork) 

The  Flatbush  Development  Corporation  Housing  Management  Program  is  a  non- 
profit coiaounlty- based  apactment  management  service.   The  program  provides 
cowpreb«ns ive  professional  luna^eiDent  tervicea  to  landlords  on  a  fee  basis, 
alloving  the  opersctng  ^jcpenses  of  the  service  to  be  partially  offset  from 
nenageoient  Incoiae.  Tlie  lust  1  cue  Ion  of  sound  management  practices  will  in- 
cludE  planned  relnvestaent  and  maintenance  while  yet  not  forcing  the  dis- 
placement of  prBsent  low-  and  soderate-inqpne  tenants. 

NEW  CONSTRUCTION  IN  OLDER  WElGttBORHOOOS 

e  Chicago  NHS  In-Flll  Housing  Project 
(Chicago,  Illinois) 

The  NHS  Development  Corporation,  a  non-profit  subsidiary  of  NHS  of 
Chicago,  is  constructing  single- family  homes  on  scattered  vacant  sites 
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in  the  Hearc  of  Chicago  HHS  neighborhood.     The  cicy  provides  fiinds  for 
acquisition,   and   Lacal  L«iidHra   provide  conscrucrion  and  permanent  mort- 
gage  financing       The  NFP  graat  ti  being  used  for  dovn-^payibent  assistance 
CO  qualified  honift  buyarft  in  ord«r  cd  reducft  cha  ca«t  of  construction  and 
bring  the  adlea  price  viihln  Che  nel^barhood   real  estate  market.     The 
NHS  markets  the  hou^ag     icraacs  poEieiitlal  buyftrs,   selttcc^  finalists  by 
lottery  and  assists  in  loan  proce^^lng  acd  closing, 

•     EUihurac   Scaccar-Site   In-FllI  HoiiBlng  Project 
(Oaiaand,    Callfoml*) 

The  Urban  Housing  Institute  is  analyzing  a  scatter-site  in-fill  housing 
project   CO  determine   (1)   job  site  security,    (2)   cost-reducing  construc- 
tion techniques  and  O)   anci-*^peculaclaa  deed  restrictions  which  could 
apply  to  !*RS  nBighbothooda. 

SEICHBOlJiOOD- BASED   EDUCATION 


e     LlAlJon  Citlaeti,  lac. 

(Los  Mgaleri,   Cillfomia) 

liaison  Cltireu  is  a  sixteen-week  program  which  trains  youth  and  adults 
in  comsuti lea c ions  and  citizenship  skills.      The  program  Is  designed  so 
thac  tTiliie*3  wtll  batter  uader^cand  and  funcclon  within   cba  govemmental/ 
poU  tical  system     thus  enabling  chsia  Co  cone  rib  uta  poaltively  to   their 
coBBBunitles       At  tba  conclusion  of   the  training  program*   graduates  involve 
ChemselTVS  in  Cirftative  cannuairy  projects.      The  program  Qpcrat«s   in   the 
Crenshaw  neighborhood  and  Is  conrdia^tad  with  the  Neighborhood  Reinvest- 
ment ApAttment   Inipravecwnt  Progrufl^ 

•     Foundation    For  Cotununlt?   S*TytcL»  Telavlaion 
CLoi  Angeles  1   California} 

The  Foundation  for  Coasunity  Service  Television  has  formed  a  partnership 
with  the  Inglcwood  School  Board,    the  Inglwood  NHS  and  a  local  cable 
operator  to  offer  high  school  students   the  opportunity  to  use  video  pro- 
gramming to  document  the  background  and  culture  of  the       conmunlty. 
This  project  Is  designed  to  enhance  the     tudants     ^lomiunicatlorij  skills 
and  positive  sense  of  community  through  an  innovative  school  curriculum 
and  neighborhood  filling  experiences.      The  T«3ultln]$  video  programs  are 
made  available  to  neighborhood  cable  television  viewers. 

"arson  prevention 


Northwest  Bronx  Community  and  Clergy  Coalition 
(Bronx.  New  York) 

The  Coalition,  operating  in  the  Northwest  Bronx  AI?  neighborhoods,  is 
testing  an  arson  prevention  program  model  which:  1)  develops  information 
relevant  to  incidence  of  fires,  2)  targets  at  risk  buildings,  3)  organizes 
building  residents,  4)  negotiates  with  building  owners,  and  5)  stabilizes 
buildings  with  appropriate  financing,  rehabilitation  and  management 
creatments . 
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NHS  RESIDUAL  SERVICES 


Baltimore  NHS  Meighborhood  and  Home  Maincenance  Project 
(Baltimore,  Maryland) 

The  Baltimore  NHS  Is  addressing  some  of  the  needs  of  a  mature  NHS  In  a 
tvo-pronged  maintenance  strategy  aimed  at  certain  Individual  homes  and 
the  neighborhood  In  general.   Home  Maintenance  provides  routine  and 
emergency  home  maintenance  service  at  a  nominal  fee  to  homeowners  phys- 
ically and/or  economically  unable  to  perform  routine  maintenance.  I.e., 
the  elderly,  the  handicapped,  and  the  single-parent  households.  Neigh- 
borhood Maintenance  provides  a  residual  service  In  NHS  and  other  neigh- 
borhoods where  major  private  and  public  reinvestment  has  occurred,  to 
both  lessen  the  potential  of  displacement  and  to  prevent  future  neigh- 
borhood decline. 
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Neighborhood  Housing  Services  of  Aaerica,  Inc.  (MSA) ,  was  established  as 
a  private  nonpxx>fit,  state  chartered,  tax  exei|>t  corporation  in  1974  to  give 
added  private  sector  strength  to  the  MS  programs,  and  through  a  secondary 
■arket  give  the  MS  prograns  access  to  the  private  investor  narket  as  a 
resource  for  replenishing  their  loan  finds. 

It  was  anticipated  in  MSA's  foivation  that  this  and  other  activities  to 
■eet  coHBon  needs  of  the  MS  prograss  would  be  carried  out  by  MSA  in 
cooperation  with  Neighborhood  Reinvestment.  This  approach  has  been  effective 
and  its  continuation  was  authorized  in  the  enabling  legislation  for 
Neighborhood  Reinvestment: 

'The  Corporation  (Neighborhood  Reinvestment)  shAll   continue 
the  work  of  the  Urban  Reinvestment  Task  Force  in  supporting 
Neighborhood  Housing  Services  of  America,  a  nonprofit 
corporation  established  to  provide  services  to  local 
neighborhood  housing  services  programs ,  with  grants  to 
expand  its  national  loan  purchase  pool,  and  may  contract 
for  service  which  it  can  perform  more  efficiently  or 
effectively  than  the  Corporation." 

MSA  is  a  California  corporation  headquartered  in  Oakland,  California. 
Its  by-laws  call  for  a  IS-menber  board  of  directors  and  it  currently  operates 
with  a  board  of  12  members  and  a  staff  of  21  persons  located  in  Oakland, 
Mashington,  D.C.  and  Baltimore,  Maryland.  The  staff  \as  organized  to  contain 
all  the  staff  and  partnership  skills  involved  in  the  MS  programs  --  financial, 
commmity  and  governmental  processes  —  and  on  the  basis  of  these  skills  is 
able  to  make  contributions  to  many  aspects  of  Neighborhood  Reinvestment's  work 
related  to  MS  operations  in  general  as  well  as  to  the  MS  revolving  loan 
fund  operations. 

MSA'S  board  of  directors  includes  volunteers  representing  the  sane 
resident-city- financial  industry  partnership  which  is  the  foundation  of  all 
the  MS  programs  and  functions  as  a  resource  board  for  the  MS  programs  both 
technically  and  substantively. 

Secondary  Maricet  Operations 

MS  loans  are  by  definition  'Hinbankable'*  and  require  terms  siore  liberal 
than  the  private  investor  market  accepts.  As  a  result,  the  approach  to 
creation  of  the  MSA  secondary  market  has  been  the  use  of  a  combination  of 
grant  funds  froa  Neighborhood  Reinvestment  and  loan  purchases  with  recourse 
to  meet  the  needs  of  early  programs  while  building  a  solid  pool  of  loans  for 
later  sale  to  private  investors. 

The  arrangement  grew  into  a  true  secondary  market  in  1978  when  the 
Equitable  Life  Assurance  Society  of  the  United  States  agreed  to  invest  up 
to  SI  million  in  MSA  notes  backed  by  MS  loans,  thus  introducing  private  sector 
funds  into  the  process.  In  1980,  Equitable  agreed  to  purchase  an  additional 
$2  million  in  MSA  notes,  demonstrating  its  continued  confidence  in  the 
effectiveness  of  the  program. 
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As  it  now  works,  mSA  continues  to  buy  loans  made  to  unbankable  home- 
owners to  facilitate  rehabilitation  of  their  homes  from  local  MC  programs. 
Then  it  sells  a  note  to  Equitable  using  the  loans  as  collateral.  The  major 
stipulations  require  that  each  MiS  can  sell  loans  amounting  to  no  more  than 
half  the  loans  in  its  revolving  fund;  that  the  loans  used  as  collateral  by 
NHSA  must  amount  in  value  to  125  percent  of  the  note  to  be  sold  to  Equitable; 
and  that  any  loan  unpaid  for  more  than  90  days  must  be  bought  back  by  the  MIS 
or  replaced  by  one  of  equal  value.  Neighborhood  Reinvestment  grants  to  MiSA 
provide  capital,  operating  funds  and  funds  to  cover  the  differential  between 
NHS  loan  yields  and  the  below-market  rate  required  by  the  institutional  investor. 

Recently,  an  important  milestone  in  the  secondary  market  was  achieved 
v^n  the  Prudential  Insurance  Company  announced  a  $5,000,000  comnitment  to. 
a  special  secondary  market  first -mortgage  fund  designed  to  provide  below  market 
financing  for  Problem  Properties  Strategies.  The  commitment  is  for  the  purchase 
of  collateralized  securities  from  MSA  in  the  amount  of  $2,500,000  in  each  of 
two  years.  The  securities  are  to  be  for  a  25  year  term  and  bearing  an  interest 
rate  of  941.  Final  details  of  the  agreement  are  being  iwrked  out  between 
Prudential  and  NHSA.  The  ayailability  of  this  resource  will  give  a  burst  of 
new  life  to  the  Problem  Properties  Strategies  of  MIS  programs  throughout  the 
country.  Prudential  calculates  that  the  present  value  of  the  foregone  interest 
earnings  in  making  this  below  market  commitment  is  the  equivalent  of  a 
$2,300,000  contribution  to  NHSA. 

Educational  Development 

MISA,  at  the  request  of  Neighorhood  Reinvestment,  has  taken  the  lead  in 
a  long-term  educational  development  project. 

Because  of  the  new  fields  of  training  inherent  in  MIS  and  the  generally 
lijnited  educational  resources  available  in  non  profit  organization  administration, 
NHSA  is  undertaking  the  development  of  educational  resources  for  the  MK  network 
at  the  following  levels:  internships;  bachelors  degree  programs,  master  degree 
programs;  and  seminars  in  continuing  professional  education. 

The  objective  at  each  level  is  to  institutionalize  the  results  so  that 
as  large  a  measure  as  possible  of  the  nation's  public/private  educational 
institutions  can  pick  up  the  long-teim  responsibility  for  providing  for  the 
educational  needs  of  the  MiS  network. 

One  segment  of  the  integrated  model  designed  to  achieve  this  goal  is  a 
special  masters  degree  program  at  the  University  of  San  Francisco.  The 
13-month  program,  developed  by  MISA  and  the  university,  highlights  nonprofit 
housing/neighborhood  revitalization  concerns,  and  uses  the  MIS  as  a  centerpiece. 

In  addition  to  working  on  the  composition  and  development  of  the  program's 
curriculun,  NHSA  also  was  able  to:  obtain  priority  status  for  the  admission 
of  MIS  staff  members  to  the  program;  participate  in  the  recruitment  and 
selection  of  candidates;  and  obtain  an  agreement  from  the  university  to  repli- 
cate the  program  at  its  Los  Angeles  campus.  MCA  and  Neighborhood  Reinvestment 
are  also  pursuing  opportunities  of  conducting  similar  programs  at  a  nunber  of 
additional  institutions. 
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MUTUAL  HOUSING  ASSOCIATION  DOCUMENTS 

The  following  documents  are  provided  as  examples  of  the  developmental 
work  taking  place  In  the  demonstration  Mutual  Housing  Association  in  Baltimore, 
Maryland.  The  first  item,  "Summary  of  Assumptions  Established  at  Easton  Work- 
shop," was  a  set  of  guiding  principles  for  development  of  the  Mutual  Housing 
Association  agreed  to  in  the  first  partnership  workshop  in  September,  1981. 

The  items  which  follow  are  taken  from  the  partnership  workshop  which  took 
place  on  March  26-27,  1982  and  represent  committee  presentations  and  recommen- 
dations made  to  the  group  as  a  whole.  They  Include  a  recommendation  on  member- 
ship policy  by  the  Membership  Conmittee;  recommendations  on  operating  policies 
by  the  Operations  Committee;  and  recommendations  of  the  Structure  Committee 
including  a  recommended  mission  statement,  articles  of  incorporation,  and 
proposed  bylaws  for  the  Mutual  Housing  Association  of  Baltimore. 
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hood    geared  to  ass;;re  that  the  obligations  of  the 

7.  The  Neighborhood  Reinvesti«nt  Corporation  would  serve  as  Srantor  or 
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Id  €tti«letli^  its     lit^i     development,     f^o  11  owing  development, 

ferigHortnod  fcinvcstMnt  h^uld  Maintain  an  ongoing  relationship  of  avail- 
ablft  tec3iii5t*l  isstStAncT,  training,  monitoring  and  auditing  related  to 
^nnt  m^^mK^l  contltiiifts. 


8.  The  tcwH  fl<  tftt  Association  would  be  a  partnership  Board  with  the  suw 
of  the  pccuput.  ««4  wtt  ting  resident  members  comprising  the  numerical  ma- 
jority (i.e.,  on*  »^  than  half). 

9.  The  Association  would  remain  the  sole  (Mner  of  its  housing,  and  would 
not  participate  in  limited  partnership  or  tax  syndication  schemes. 

10.  After  providing  for  maintenance  and  other  costs,  all  available  resources 
of  the  Association  would  be  utilized  for  the  continued  production  of  addi- 
tional  housing  units. 

11.  No  specific  income  mix  requirements  would  be  established.     Rather,  the 
goal  of  the  Association  would  be  to  serve  members  at  income  levels  typical 
the  NHS  neighborhood. 
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12.  The  Association  would  come  as  close  as  possible  to  bringing  homeowner 
standards  to  the  nature  and  quality  of  the  housing  opportunities  it  offers 
Its  members.  Specifically,  it  would  provide  mechanisms  which  would: 

a.  Assure  that  homeowner  quality  is  obtained  in  the  quality  of  the 
living  environment  and  the  quality  of  the  maintenance  of  each  living 
unit  and  the  complexes  of  homes  as  a  whole. 

b.  Assure  that  the  resident  members  have  an  effective  voice  in 
the  management  of  the  Association  and  effective  influence  over 
the  cost  of  maintenance  within  high  standards  and  similar  to  the 
role  of  a  homeowner. 

c.  Provide  a  way  for  its  members  to  "get  ahead"  of  traditional 
rental  situations.  Mechanisms  would  be  used  such  as  setting  month- 
ly fees  to  cover  direct  costs  without  paying  a  profit  to  anyone,  as 
well  as  opportunities  to  build  up  credits  on  membership  fees  which 
could  be  applied  toward  later  reduction  of  monthly  fees. 

d.  Provide  for  stability  through  long  term  membership,  including 
the  opportunity  for  membership  by  successive  generations. 
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MUTUAL  HOUSING  ASSOCIATION  OF  BALTIMORE.   INC. 
MEMBERSHIP  POLICY 


The  Mutual  Housing  Association  of  Baltimore,   Inc.,  is  a  membership  organi- 
zation designed  to  bring  together  a  diverse  group  of  persons  committed  to  the 
Mission  of  the  Association  to  provide  long-term  secure  housing  for  its  members. 

Four  classes  of  Membership  are  provided  for  in  Article  II  of  the  Bylaws 
of  the  Association,  adopted  ,  1982.     These  Members  ip  categories  are 

described  in  detail  below,  along  with  other  pertinent  facts. 

Class  A  (Pre-Resid^nt/Res^dent]  Wefflbgr$hip 

Description  A  person  who  has  submitted  an  application  for  residence  in  a 

dwelling  unit  owned  by  the  Mutual  Housing  Association  of  Balti- 
more, whose  applica    on  has  been  approved  by  the  Association, 
and  who  has  executed  a  Membership  Agreement  is  granted  a  Class  A 
Membership  in  the  Association.     This  type  of  membership  may  be 
held  by  persons  who  have  not  yet  moved  into  a  unit  as  well  as 
those  who  already  reside  in  a  mutual  home. 

Privileges  Class  A  Membership  in  the  Association  entitles  the  Member  to 

of  participate        a  1  affairs  of  the  Associ   tion  including  serving 

Membership  on  the  Board  of  Trustees  and  coninittees      Once  a  Member  moves 

into  a  mutual  home,  he  also  becomes  e    gible  to  serve  on  the 

Counci     Of  the  complex  in  which  he  resides. 

When  two  or  more  persons  apply  as  co-applicants  for  the  same 
housing  unit  and  are  approved,  they  hold  one  Class  A  Member- 
ship and  are  entitled  to  cast  one  indiVI  bl«  ballot  on  each 
issue  to  come  before  meetings  of  the  Association. 

Application  In  order  to  be  cons  dered  for  Class  A  Membership  and  residence. 

Procedure  all  persons  whose  income  will  be  used  to  support  the  household 

and  to  pay  monthly  expenses  must  participate  in  the  application 
process.     In  the  case  of  married  applicants,  both  spouses  must 
participate,  whether  or  not  both  are  employed. 

Applications  may  be  filed  by  appointment  only, at  the  Mutual 
Housing  Association  office  at  3401  Greenmount  Avenue.    A 
$30*00  non-refundablg  application  fee  will   be  charged  for  each 
applicant  to  cover  the  cost  of  a  credit  check  and  administrative 
processing.     In  a  case  where  separate  cred  t    he<;V:$  must  be  made 
for  co-applicants,  a  $30.00  fee  will  be  charged  to  each  person. 

Screening  The  Association  desires  to  equitably  and  fairly  review  all  ap- 

of  plications  which  are  submitted.     The  goal  of  the  review  process 

Applications        is  to  select  economically  qualified  persons  from  diverse  back- 
grounds who  are  interested  in  being  a  part  of  a  mutual  self-help 
effort  to  achieve  secure,  long-term  homes  for  themselves  and 
others. 


Digitized  by  CjOOQIC 


2295 


APPENDIX  N;  Pg  6  of  34 
(Workshop  III  Membership) 


The  intent  of  the  review  process  is: 


*  To  assure  that  applicants  selected  to  reside  in  Associa- 
tion homes  have  sufficient  economic  resources  to  carry 
their  share  of  the  financial  responsibilities  of  mutual 
housing. 

*  To  assure  that  members  do  not  jeopardize  the  financial 
interests  of  all  other  members  because  of  an  inability 
to  pay  the  monthly  fee  in  full  and  on  time. 

*  To  selec  rnembers  who  understand  and  will  fulfill  all 
the  respons-fbi  ities  of  living  in  mutual  housing. 

*  To  select  members  who  will  maintain  a  pleasant  living 
environment. 

Selection      Income:  Two  standards  must  be  met: 
Criteria 

(1)  Projected  monthly  housing  expenses  may  not  exceed 
33  percent  of  the  household's  gross  monthly  income. 
Income  includes  all  wages,  salaries,  overtime,  tips, 
alimony,  pensions  and  other  income  such  as  interest 
dividends,  stocks,  bonds,  etc. 

and 

(2)  Projected  monthly  expenses  for  housing  and  long-term 
debt  may  not  exceed  43  percent  of  gross  monthly  in- 
come.    Long-term  debt  is  defined  as  debt  with  a  repay- 
ment period  exceeding  10  irwnths.     This  would  include 
revolving  charge  and    redit  cards,  personal  loans,  in- 
ita  titient  debt,  alimony,  child  support  and  separate 
maintenance  obligations,  auto,  boat,  truck  loans,  etc. 

Credit  Check 

A  good  credit  rating  as  verified  by  a  credit  bureau  is  neces- 
sary.    Applicants  who  have  never  established  credit  (e.g.  stu- 
dents or  persons  who  have  no  revolving  charge  or  credit  cards) 
must  provide  sufficient  evidence  of  credit  worthiness.     By 
signing  the  application  form,  applicants  authorize  the  As- 
sociation to  check  their  credit. 

E^ploymeftti    Income  anj  DepcSTt  Verification 

Names,  addrei^es  and  phone  numbers  of  employers  are  requested 
on  the  appl  cation  sa  the  Assoc  ation  can  verify  the  appli- 
cant's anployment  and  earnings.     Only  verifiable  income  will 
be  considered  in  meeting  the    ncome  >.tandards  outlined  above. 
For  example      ncome  tdx  returns  from  a  previous  year  could  be 
used  to  ve     fy     nearned  income,  or  a  copy  of  court  orders  or 
separation  papers  could  be  used  to  verify  alimony  or  child 
support  payments. 
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Current/Previous  Landlord  Check 

Information  will  be  solicited  from  the  applicant's  current 
or  previous  landlord  regarding:  (a)  whether  the  applicant 
was  tfmely  or  delinquent  in  making  monthly  rent  payments, 
(b)  whether  the  applicant  was  a  good  tenant  and  the  nature 
of  any  problems  encountered,  and  (c)  if  given  the  oppor- 
tunity, whether  the  landlord  would  rent  a  unit  to  the  ap- 
plicant again. 

Letters  of  Reference 

Two  current  letters  of  reference  from  relatives,  friends, 
work  col  eagues  or  social  acquaintances  will  be  requested. 

Interview 

The  Association  requires  that  each  applicant  be  interviewed. 
Joint  applicants  may  be  interviewed  together      The  interview 
would  cover  &ny  area  suggested  by  the  app    cant;  the  ap- 
plicant's understanding  of  the  nature  of  tmjtua     housing; 
the  Association's   Bylaws^  orgamzationa     structure,  rules, 
procedures  and  other  relevant  factors*     An  interview  in  the 
applicant's  awn  hoine  Tti^  be  requested.     At  its  discretion, 
the  Board  or  ^tembcrship  Committee  may  waive  the  interview 
requirement. 

A      ass  A  rtember  is  required  to  pay  a  membership  fee  to  the 
Association,  equar  to  S'»  of  the  estiitiated  cost  of  the  dwelling 
unit  for  which  the  person  has  applied      As  spelled  out  in  the 
Membership  Agreement  which  would  be  signed  by  the  Association 
and  the  Member    this  fee  represents  a  loan  to  the  Association, 
repayable  with  nontinal  interest  at  a  rate  set  by  the  Board 
of  Trustees.     The  fee  is  repaid  to  the  Member  when  he  termin- 
ates Membership  and,  if  the  Member  is  in  residence,  when  he 
terminates  occupancy  as  well. 

Within  15  days  of  notification  of  approval  of  an  application 
for  Class  A  ivtembership    the  applicant  must  sign  a  Membership 
Agreement  and  r^imit  a  portion  of  the  membership  fee  as  speci- 
fied in  that  Agreement. 

A  payment  plan  will  be  agreed  upon  at  the  time  the  Membership 
Agreement  is  executed.     The  final  payment  of  the  membership 
fee  will  be  due  75  days  prior  to  availability  of  a  unit. 
This-due  date  will  also  be  specified  in  the  Agreement. 
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Failure  to  meet  any  payment  deadlines  will   result  in  ter- 
mination of  the  Agreement  and  the  Member's  priority  to 
occupy  a  unit. 

Termination  A  Class  A  Member  who  has  not  yet  moved  into  a  mutual   home 

of  may  terminate  Membership  by  giving  30  days  written  notice. 

Membership  However,  if  the  Member  terminates  after  the  Association 

has  notified  him  that  a  dwelling  unit  is  ready  for  occu 
pancy,  he  may  have  to  reimburse  the  Association  for  actual 
-lost  income,  up  to  a  maximum  of  one  month's  occupancy  charge. 
This  penalty  would  only  be  required  in  the  event  the  short- 
ness of  the  cancellation  notice  does  not  allow  the  Associa- 
tion adequate  time  to  approve  a  new  member,  and  to  have 
that  member  occupy  the  unit  without  loss  of  income  to  the 
Association. 

The  Association  may  terminate  the  membership  of  a  Class  A 
Member  who  has  not  yet  established  residence  in  an  Associ- 
iffon-owned  housing  ynit  if  the  person  violates  the  terms 
of  the  Membership  Agreefnent,   including  failing  to  make 
payments  required  at  the  titne^  or  in  the  amount  specified, 
submitting  fa  se  !nforma     on  on  the  application  for  member- 
ship, or  engaging  in  conduct  detrimental   to  the  Association's 
interests. 

Prior  to  termination,  the  member  would  be  afforded  an  oppor- 
tunity to  be  heard  by  a  designated  committee  of  the  Board  of 
Trustees  which  would  then  make  a  report  and  recommendation 
to  the  Board  on  action  to  be  taken.     A  majority  vote  of  the 
Board  would  decide  the  issue. 

A  Class  A  H€mt>er  who  resides  in  a  mutual  home  may  terminate 
his  membership  by  giving  the  Association  60  days  written 
notice  and  by  vacating  the  dwelling  unit  in  accordance  with 
the  Occupancy  Agreement  he  has  signed. 

The  Association  may  terminate  the  Class  A  Membership  of  a 
resident  if  that  Member  fails  to  live  up  to  the  terms  agreed 
to  in  the  Membership  Agreement,  or  if  the  Member  has  engaged 
in  conduct  detrimental   to  the  interests  of  the  Association. 

Prior  to  termination,  a  designated  committee  of  the  Complex 
Council  would  give  the  resident  an  opportunity  to  be  heard 
and  would  then  make  a  report  and  recomnendation  to  the  Com- 
plex Council.     The  Council  would  make  the  final  decision  by 
majority  vote. 
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In  all  cases  of  termination  of  Class  A  Membership,  the 
sun  of  the  membership  fee  plus  accrued  interest,  but 
minus  any  obligations  outstanding  to  the  Association, 
would  be  returned  to  the  Member  in  accordance  with  the 
r^mbership  Agreement. 

Class  6  (WaUinq  Residentj  Hember^^^p 

Description  Each  yeir    the  Board  of  Trustees  of  the  Association  will   review 

its  housing  product  on  pUns  for  the  coming  year,  and  based  upon 
this  estimate  ind  projected  vacancies  in  existing  Association- 
owned  housing^  wi   1  estabi  sh  a  reasonable  number  of  Class  B 
Memberships  which  may  be  granted  for  the  next  year. 

A  Class  B  Membership  is  held  by  a  person  who  would  like  to  ap- 
ply for  Class  A  Membership  and  residence  in  Association-owned 
housing  when  iuch    ppi  cations  are  being  accepted, and  desires 
in'the  meantime  to  participate  In  the  Association  and  to  estab- 
lish a  place  on  a  waiting  list. 

Privileges  Class  B  Membership  entitles  the  Member  to  participate  in  all 

of  affairs  of  the  Association  Including  serving  on  the  Board  of 

Membership  Trustees  ar.L^  ^^:. :.  ttees.     When  two  or  more  applicants  apply 

together     they  hold  one  Class  B  Membership  and  are  entitled 

to  cast  one  indivisible  ballot  on  each  issue  to  come  before 

meetings  of  the  Association. 

The  Class  B  Member's  name  is  placed  on  a  waiting  list  for  the 
desired  size  housing  unit  and  the  Member  receives  a  priority 
number  for  filing  an  application. 

As  housing  units  become  available,  the  Class  B  Member  can  be 
assured  of  being  given  an  opportunity  to  apply  when  his  name 
reaches  the  top  of  the  list.     If  the  Member  declines  to  apply 
when  his  priority  number  is  reached,  his  name  will   be  dropped 
to  the  bottom  of  the  list;  he  will  be  offered  one  more  oppor- 
tunity to  apply  when  his  name  reaches  the  top  of  the  list  a 
second  time. 

Application  In  order  to  become  a  Class  B  Member,  a  person  must  submit  a 

Procedure  Request  for  Membership  to  the  Association  accompanied  by  a 

check  for  the  dues  stipulated  by  the  Board  of  Trustees 

(see  below). 

When  the  limit  of  Class  B  Memberships  set  by  the  Board  has 
been  reached,  no  additional  requests  and  dues  will  be  ac- 
cepted. 

Membership  To  become  a  Class  B  Member  and  receive  a  place  on  the  waiting 

Dues  list,  a  person  must  remit  a  check  for  $15  with  his  Request  for 

Membership.  This  sum  will  be  credited  toward  the  Member's 
application  fee  when  he  applies  for  Class  A  (Pre-Resident/ 
Resident)  Membership. 
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The  Membership  dues  is  not  refundable  and  will  be  retained 
by  the  Association  in  all  cases. 

Termination  A  Class  B  iHember  may  resign  his  Membership  at  any  time  by 

of  notifying  the  AijQCiatiori.     His  priority  number  on  the 

Membership  waiting  list    s  not  trans ferrable  and  the  membership  dues 

will  not  be  refunded. 

After  a  Class  B  Member  has  been  afforded  two  opportunities 
to  apply  for  residence  in  an  Association-owned  unit,  his 
Membership  in  the  Association  will  automatically  expire 
as  soon  as  a  new  Class  B  Member  is  named. 

The  Association  ray  terminate  the  Membership  of  a  Class  B 
Member  for  cortiuct  detrlrnencal  to  the  interests  of  the 
Association.     Prio     to  teniination,  a  designated  committee 
of  the  Board  would  give  the  member  an  opportunity  to  be 
heard  and  would  then  make  a  report  and  recommendation.     A 
majority  vote  of  the  Board  would  decide  the  issue. 

CUss  C   LCowrmnity  Interest]  ?1erfiber^h1p 

Description  This  membership  category  incl  :^^':  -.orrmir\ity  leaders,  both  from 

neighborhoods  where  mutual  housing  is  located  and  from  other 
communities  in  the  City  of  Baltimore,  representatives  of  local 
government,  lenders  and  other  business  or  real  estate  profes- 
sionals, philanthropic  and  religious  leaders,  and  other  techni- 
cal or  financial   resource  persons  with  a  variety  of  interests 
and  expertise  to  share  in  meeting  Association  goals  and  car- 
rying out  its  program. 

Privileges  Each  Class  C  Member  is  entitled  to  cast  one  ballot  on  each  issue 

of  to  come  before  meetings  of  the  Association,  and  is  eligible  to 

Membership  participate  in  all  AssociatiQn  affairs  including  serving  on  the 

Board  of  Trustees  and  comnUtees.     In  addition,  some  Members  are 

eligible  to  serve  on  the  Complex  Councils. 

Election  In  order  to  become  a  Class  C  Member,  an  individual  must  be  nomi- 

Procedure  nated  by  a  member  of  the  Association  and  that  nomination  must  be 

and  Term  of  approved  by  a  majority  of  the  ballots  cast  at  an  annual  meeting. 

Membership  Once  ratified,  a  Class  C  Member  serves  for  a  term  of  three  years. 

At  the  conclusion  of  the  three  year  term,  the  member  may  be  re- 
nominated and  ratified  once  again  to  continue  to  serve.     There 
is  no  limit  on  the  number  of  consecutive  terms  a  conmunity 
interest  member  may  serve  in  the  Association. 

Termination  A  Class  C  Member  may  resign  at  any  time,  or  his  membership  may 

of  expire  at  the  end  of  the  three  year  term  if  renomination  and 

Membership  election  does  not  occur. 

The  Association  may  terminate  the  membership  of  a  Class  C 
Member  if  the  Member  engages  in  conduct  detrimental  to  the 
interests  of  the  Association.     Prior  to  termination,  the 
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Description 


Privileges 

of 

Membership 


Membership 
Dues 


Member  would  be  afforded  an  opportunity  to  be  heard  by  a 
designated  committee  of  the  Board  who  would  aiake  a  report 
and  recommendation  on  action  to  be  taken.     A  2/3  vote  of 
the  Board  of  Trustees  will   terminate  a  Class  C  Membership. 

Class  D  (Associate)  Membership 

In  order  to  assure  the  broadest  possible  base  of  participation 
in  the  Association,  and  to  carry  out  the  Association's  Mission 
to  educate  the  public  and  disseminate  information  regarding  its 
activities.  Class  D  or  Associate  Membership  has  been  established. 
Class  D  Membership  may  be  granted  to  persons  or  organizations  who 
have  made  financial  or  other  contributions  to  the  Association, 
or  who  wish  to  be  kept  informed  of  the  Association's  activities 
or  to  participate  in  the  activities  of  the  Association. 

Class  D  Members  may  attend  the  public  meetings  and  other  open 
functions  of  the  Association.     They  may  occupy  a  place  on  the 
mailing  list  for  receipt  of  Association  newsletters,  materials 
and  reports.     Class  D  Members  may  not  cast  ballots  at  meetings 
of  the  Association. 

From  time  to  time  the  Board  of  Trustees  may  set  dues  to  be  paid 
by  Class  D  Members  to  cover  costs  of  mailing,  reproduction,  and 
other  Member  services. 
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March  26.   1982 


TO:     Workshop  III  Participants  and  the  Board  of  Trustees  of  the  Mutual  Housing 
Association  of  Baltimore 

FROM:     The  Operations  Committee 

SUBJECT:     Recommended  Rules,  Regulations  and  Operating  Policies 

Over  the  past  six  months  the  Operations  Committee  has  met  numerous 
times  to  discuss  and  draft  an  Occupancy  Agreement.     A  description  of  maio** 
points  to  be  incorporated  into  the  final  Agreement  is  attached. 

Additionally,  we  have  held  a  number  of  discussions  and  have  consulted 
professional  property  managers  regarding  some  operating  policies.    We  would 
like  to  pass  along  our  recommendations  so  they  may  form  the  basis  of  rules 
and  regulations  and  informal  operating  procedures  for  the  management  of 
Alameda  Place. 

I.     Orientation  for  New  Resident  Members  -  We  feel   it  is  important  for  new 
residents  to  attend  a  session  where  the  Occupancy  and  Membership  Agree- 
ments are  reviewed  in  detail.     This  session  should  also  cover  resident 
•  members'  responsibility  to  participate  on  a  voluntary  basis  in  Associa- 
tion affairs  and  in  complex  maintenance. 

II.     Grounds  Care  -  In  general,  resident  members  would  be  responsible  for 
care  of  their  own  rear  yards  and  the  Association  would  coordinate 
maintenance  of  front  ^ard  ,  side  yords  and  common  areas.     Resident 
Members  may  be  asked  to  contribute  time  to  general   lawn  and  landscape 
maintenance  in  order  to  keep  maintenance  costs  to  a  minimum. 

III.     Pets  -  Four-legged  pets  (not  birds  and  fish)  should  only  be  allowed  with 
prior  approval  of  the  Complex  Council.     The  Occupancy  Agreement  would 
provide   that  any  resident  who  receives  approval   for  a  pet  must  sign 
af\  addendtini  to  the  Agreement  governing  the  housing  of  the  pet.     We 
recommend  an    dditional  monthly  fee  of  $5  be  levied  per  pet  to  cover 
added  wear  and  tear  and  maintenance  costs  which  might  result  from  the 
pet's  occupancy. 

IV.     Lockouts  -  We  have  been  advised  that  lockouts  can  become  a  major  oper- 
ational problem.     We  recommend  a  $2  charge  be  levied  if  someone  is  locked 
out  during  the  normal  business  day.     A  $10  charge  should  be  levied  for 
lockouts  after  5:00  p.m.  and  on  weekends  and  holidays,  since  this  would 
necessitate  an  overtime  call   to  a  maintenance  person. 
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V.  Occupancy  Limits  -  We  recommend  the  following  occupancy  limits  by  unit 
size: 

1  Bedroom      2  persons,  except  an  infant  up  to  12  months  of  age 

may  be  allowed  in  addition. 

2  Bedroom     4  persons 

3  Bedroom     5  persons,  but  no  more  than  4  adults  (persons  13 

or  older) 

VI.  Guests  -  Any  household  having  a  guest  more  than  30  days  must  receive  ap- 
proval from  the  Complex  Council.  Residents  may  not  ever  overcrowd  units 
with  guests. 

VII.     Eviction  Proceedings  -  The  Committee  recognized  that  in  some  exceptional 
circumstances  it  might  be  necessary  to  involuntarily  terminate  occupancy 
of  a  resident  due  to  default  or  violation  of  lease  provisions.    The  Com- 
mittee recommends  that  the  Board  of  Trustees,  as  soon  as  practica^l,  de- 
velop some  operating  guidelines  relative  to  eviction. 

VIII.     Security  Deposit  -  The  issue  of  a  security  deposit  did  not  come  up  until 
quite  late  in  our  deliberations.    On  the  advice  of  legal  counsel  we  ac- 
cepted the  recommendation  that  a  security  deposit  equal  to  one  month's 
payment  on  a  unit  be  established. 

However,  we  felt  it  would  be  unfair  to  our  initial  residents  to  ask  for 
a  security  deposit  on  top  of  a  5X  membership  fee  since  this  had  never 
been  said  to  be  a  requirement.     We  therefore  recommend  that  each  member- 
ship fee  be  reduced  by  the  amount  of  the  security  deposit  for  residents 
of  the  first  phase  of  units. 

We  do  understand  the  Association's  need  to  generate  adequate  capital 
from  the  membership  fees  and  that  this  reduction  will  affect  the  amount 
of  capital  available.     We  therefore  think  the  Board  of  Trustees  should 
consider  a  policy  for  future  resident  members  regarding  membership  fees 
and  security  deposits. 
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MAJOR  PROVISIONS  TO  BE  INCLUDED  IN  THE  OCCUPANCY  AGREEMENT 


Term 

The  initial   term  of  the  Occupancy  Agreement  will   be  for  an  extended  term,  most 
likely  a  three  year  period,  with  renewal  options  for  one,  two  or  three  year 
periods.     This  is  consistent  with  the  Association's  goal  of  providing  stable, 
long-term  housing  for  residents. 

Monthly  Fees 

These  are  to  be  set  at  least  annually  by  the  Board  of  Trustees,  more  frequently 
if  necessary,  based  upon  the  estimate  of  the  total  sum  required  to  meet  the  As- 
sociation's expenses. 

Increases  in  Monthly  Fees 

The  Association  must  give  75  days  notice  before  increasing  the  monthly  fee  for 
a  unit.     When  notified  of  such  an  increase,  the  occupant  has  the  option  of 
terminating  the  Agreement  and  vacating  the  premises  by  giving  60  days  notice. 

Late  Charges 

A  late  charge  of  5X  of  the  monthly  fee  will  be  levied  for  any  payment  received 
after  the  5th  day  of  the  month.  After  the  9th  day  of  the  month,  a  late  charge 
of  ^0i  will  be  assessed. 

Payment  of  Utilities 

Occupants  are  required  to  pay  for  gas  and  electricity  and  any  other  utilities 
which  are  individually  metered,  including  water  if  the  Association  should  in- 
stall meters  to  monitor  water  usage. 

Repairs  and  Maintenance 

The  occupant  is  responsible  for  making  any  repairs  necessitated  by  his  own 
negligence  or  misuse  or  that  of  his  family  or  friends,  and  for  the  redecora- 
tion  of  the  interior  of  his  dwelling  unit  during  his  occupancy.     In  addition, 
he  is  required  to  maintain  his  own  rear  yard. 

The  Association  will   repair  and  maintain  the  exterior  of  the  buildings,  appli- 
ances supplied  by  the  Association  (stove,  refrigerator,  disposal),  and  all 
major  utility  systems  (heating,  plumbing,  electrical  and  air-conditioning). 

Alterations,  Additions,   Improvements 

Other  than  painting  and  papering,  the  occupant  must  receive  the  written  permis- 
sion of  the  Association  to  make  any  alterations,  additions  or  improvements  in 
or  outside  of  the  dwelling  unit. 
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Occupancy 

The  occupant  must  specify  within  the  lease,  all  of  the  persons  who  will  oc- 
cupy the  unit.  Any  change  in  occupancy  other  than  that  specified  would  be 
a  violation  of  the  Agreement. 

Transferrabillty 

The  Occupancy  Agreement  is  not  transferrable;  an  occupant  may  not  sublet. 

Renewal 

The  occupant    may  choose  not  to  renew  at  the  expiration  of  the  Occupancy 
Agreement  by  giving  the  Association  60  days  notice  of  his  intention  to  leave. 

The  Association  may  not  decline  to  renew  an  Occupancy  Agreement  unless  the 
occupant  has  not  complied  consistently  with  the  terms  of  his  previous  agree- 
ment, or  unless  the  person  has  terminated  his  membership  In  the  Association 
or  has  caused  It  to  be  terminated. 


Digitized  by  CjOOQIC 


Nci^pvxviiooa  nousvig  dcnncBS  oi  Ainencs 

BWTlCREOFnCE  VPOOIX  H;  Pg  16  of  3< 


9tercii  26.  1962 


ID:     UorksJop  III  Partici|Mnts  and  the  BMrd  of  Trustees  of  the 
Mutual  Housing  AssocUtion  of  Baltiaore 

Faot:    The  Structure  Coarittee 

SUBJECT:     Final  Report  and  RecMtndatiows 


The  Structure  Cowitt^  f^s^iectfiiUj  sutsits  the  attached  draft 
Articles  cf  lncor;^ri:-:r   --^  5>Tji(S  f^  yjin'  >*«Ttev  a#d  cwaidsritiM. 
The  Article*  at*  i-:--*:ec  -  s-jte  tt*  putTote  of  owr  or^aivtutleii,  md 
the  terK  4«d  ciMtfiaoiu;  itiuier  i*ich  it  will  opor^te      The  ^ims  pro- 
vide a  detai  ed  fr^BMirfa  of  the  proposed  categoHtts  of  B^facf^h-tp  And 
■ethod  of  policy  vttino  fe^r  th«  Association  and  Soard  of  Trysttes      In 
the  three  areas    defined  below,  we  felt  our  ^oci^ve^ts  ver*  tetter  utvli- 
zed  BS  policy  statements  of  the  Board  as  they  ^rr  ven-e  detainee  chtn 
necessary  for  our  Bylaws.    Ve  are  t'^^nefort  submit fing  the  attached 
documents  and  explanation  for  subsequent  consideration  as  Board  policy. 

T)€  COMPLEX  COUNCIL 

As  part  of  our  task,  we  carefully  deliberated  on  the  roles  of  the 
Members,  the  Board  of  Trustees,  and  the  Complex  Councils.     Because  the 
Complex  Council  is  a  new  eleaent  in  our  structure,  we  <^ii^r.\  ft^lx^  Lir^e 
discussing  its  purpose  Ana  felation  ta  the  Eoard  of  Tru  te«s      We  bel  eve 
strongly  that  an  effective  C^^leji  Council  win   be  tis*ntia    for  each 
develocMient  of  Association  housing.     Ue  have  defined  the  bro^d  pur'pose 
of  the  Councns  in  the  Bylaws  {Article  TV,  Section    0).     We  feeT,  how- 
ever,  th^t  the  r«5idents  of  each  CcboIcji  should  have  some  flexibility 
in  structurir>g  their  Council  within  Board  guidelines.     The  attached 
draft,  entitled  Cooplex  Counci     &l»  d«  ines,  is  intended  as  a  Board 
docuaent  setting  out      frameworfc  within  which  the  Complex  Council  can 
organize    xself .     Each  Ccmplex  Counc:     would  submit  an  organizational 
pUn  to  tne  Soard  within  thi     frimewort  for  Board  review  and  action. 
We  reconitend  that  the  guidelines  for  forming  Complex  Councils  be  adopted. 

MISSION  STATEMENT 

The  Structure  Comiittee  also  felt  strongly  that  a  clear  statement  of 
purpose  and  mission  of  the  Association  was  needed  and  should  be  provided 
to  each  aeober.    A  sunnarized  statement  is  found  in  the  Articles  of  Incor- 
poration.    We  recomnend  that  the  Board  consider  and  adopt  the  attached 
Mission  Statement  as  an  operating  document  of  the  Mutual  Housing  Associa- 
tion of  Baltimore. 
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FEDERATION  OF  COUNCILS 

The  Cotimlttee  also  deliberated  over  the  need  for  coordination  and 
linkage  between  the  various  councils  for  the  purpose  of  educational  ex- 
change and  furthering  the  Association  mission  of  continued  production 
of  additional  units.     The  Structure  Committee  feels  that  such  a  federa- 
tion should  receive  serious  consideration  at  a  later  date  when  a  number 
of  complexes  of  Association  housing  are  operational.     The  following 
language  is  recommended  as  a  statement  of  purpose  of  such  a  Federation: 

The  Board  of  Trustees  may  establish  a  federation  of  Complex  Councils 
to  further  communication  and  coordination  among  Association  members  and  to 
further  the  mission  and  goals  of  the  Association.     Some  potential  duties 
of  the  federation  of  councils  include  the  following: 

(1)  To  enhance  the  opportunities  for  communication,  cooperation 
and  education  between  and  among  the  complexes  through  periodic 
forums  or  meetings; 

(2)  To  create  a  broader  sense  of  the  mission  and  purpose  of 
the  Association  through  unifying  the  members; 

(3)  To  strengthen  the  Association's  collective  ability  to 
espouse  the  value  and  desirability  of  living  in  As- 
sociation housing. 

CONCLUSION 

The  Structure  Committee  has  carefully  discussed  and  reviewed  each 
of  the  attached  documents  and  recommends  them  for  your  adoption. 


Attachments 
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t*»  amo'eM.  *s  "acitas.     It  i"   s^scs.  vom0ewtr,  ^aBc"e»  'es'aeKts 
saili  be  ir.  tae  ■i^ar-t/  ar  tJs  i^jtc-:. 

(t,     'tetnod  af  torii^t-ar  *tr  ae"*cates  am  j'tr  r*  "gp-gserat-ar . 

(c;    Site  af  f^rst  elgctiar  acne  ae^.af  r*  zimt  *ar  suasejuect  $*ectlao$- 

(d)     Term  af  of^ce  af  cautc***  de^g^tas  -  ^t«  j-'ar  $tv2"*  ■i«c'';<af  f*- 
annail  e'gnioc  rf  raunc^'  at'g^ites  tz  2  ■eet^'?*;  aae*  ta  2" 

rgsiflgBt  mtm/t  s  af  tiK  Sa«c'g*. 
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(e)  Successive  terms  -  The  plan  may  Include  any  recannendation 
deemed  appropriate  from  restricted  to  unrestricted  successive 
terms.  However,  the  plan  shall  limit  the  ability  of  any  member 
to  serve  as  an  officer  of  a  Complex  Council  for  more  than  four 
successive  years. 

(f)  Filling  of  vacancies  and  removal  of  delegates  -  Plan  to  Include 
timely  filling  of  vacancies  by  election  of  remainder  of  Complex 
Council  numbers;  remova  of  delegates  to  require  at  least  2/3 
vote  of  Council  or  be  based  on  an  attendance  requirement. 

(g)  .Compensation  of  delegates  -  In  no  case  shall  a  complex  council 

delegate  be  compensated  for  his  v#ork  as  a  delegate  beyond  the 
reimbursement  of  authorized  expenses. 

(h)  Meeting  of  the  council  and  general  membership  of  the  complex. 

(i)  Quorums. 

(J)     Conmlttees. 

(k)    Officers  -  Each  complex  shall  have  a  minimum  of  four  officers- 
Chairperson,  Vice-Chairperson.  Secretary  and  Treasurer. 

(1)    Process  for  selection  of  officers. 

(m)    Duties  and  poirtr^  of  officers  -  This  shall  include  a  provision 
that  the  Chairperson  of  the  Complex  Council  will  automatically 
serve  on  the  Bodrd  of  Trustees  of  the  Mutual  Housing  Association 
of  Baltimore. 

(n)    Adopt  a  monitoring  and  termination  procedure  within  the  policies 
established  by  the  Board  of  Trustees 

Section  4.     Powers  and  QuHfls  of  Housing  CdftpIcK  Co^jnclU  -  Issues  and  tasks 
which  would  cone  under  the  purvtew  oT^coniple;*  councils  are: 

(a)  Planning  of  ma  ntenaric^    nd  Improvements  for  the  complex,  and 
utilization  and  upkeep  of  common  areas. 

(b)  Establishment  of  gardening  and  landscape  plans  and  restrictions. 

(c)  Participation  in  the  development  of  an  annual  operating  budget 
for  the  complex,  within  Board  guidelines  for  Board  of  Trustees 
approval . 

(d)  Monitoring  and  enforcement  of  compliance  with  terras  of  occupancy 
or  other  membership  agreements,  Including  action  to  terminate 
membership  and  occupancy  agreement  where  appropriate. 
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(e)  Recommendations  to  the  Nominating  Committee  of  the  Board  of 
resident  members  to  be  elected  to  the  Board. 

(f)  Mediation  and  resolution  of  neighbor  disputes. 

Complex  Councils  would  also  convene  open  meetings  and  forums  for  all  complex 
residents  periodically  as  needed  for  communication  and  information  sharing,  and 
Mould  coordinate  the  participation  of  the  complex  in  community  events  and  activi- 
ties. 
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MUTUAL  HOUSING  ASSOCIATION  OF  BALTIMORE 
STATEMENT  OF  MISSION 


The  mission  of  the  Mutual  Housing  Association  of  Baltimore  Is  to  develop, 
own  and  imn^ge  qua  Ity  housing  In  the  public  and  community  Interest. 

The  goal   of  the  organisation  Is  to  combat  community  deterioratitsn*  pre- 
serve neighborhood  stability  and  provide  predictable,  qua  ity  htjmei  and  se- 
curity from  displacement.     The  Mutual  Housing  Association  of  Bs  timore,  as 
part  of  a  nationa     demonstration    imed  to  deve  op  a  new    nd  workable  form 
of  secure  housing,     ntends  to  cooperate  with  the  Neighborhood  Reinvestment 
Corporation  In  careful  y  eve  uating  the  effectfvenes    of  mutua    hous  ng  and  . 
sharing  vfith  other  Interested  parties  locally  and  nationally  the  Association 
experience. 

The  Association's  housing  would  be  initiated  and  planned  by  and  for  the 
benefit  of  residents  of  NHS  and  other  neighborhoods.  Residents  and  potential 
residents  of  Assoc  atton  homes,  and  community  leaders  In  partnership  with  City 
government  representatives,  financial,  religious,  philanthropic  and  business 
representatives  and  other  housing  professionals  comprise  the  Association  and 
direct  the  Association's  activity.  The  specific  purposes  of  the  Association 
are  as  follows: 

1)  To  develop  within  the  City  of  Baltimore  affordable,  quality 
housing  for  members  through  the  financial  and  personal   in- 
volvement of  resident  members  in  concert  with  the  other 
partners. 

2)  To  serve  as  the  permanent,  long-term  owner  and  manager  of 
all  Association  housing,  and  to  insure  quality  maintenance 
and  upkeep  of  all  Association  homes  and  common  areas. 

3)  To  continue  to  meet  the  housing  need  of  new  potential  resi- 
dents through  the  ongoing  proouction  of  additional  Mutual 
homes  through  e  ther  new  construction  or  the  rehabilitation 
of  vacant  or  neglected  hou    ng 

4)  To  recruit  and  actively  involve  the  entire  Association  partner- 
ship in  overseeing  all  aspects  of  Association  activity. 

5)  To  encourage  among  resident  members  pride  and  Involvement,  and 
understanding  of  and  compl   ance  with  the  mutual  self-help 
philosophy  of  the  Association. 

6)  To  operate  in  a  publicly-accountable,  competent  and  non-profit 
manner  which  Insures  housing  for  the  maximum  number  of  members 
to  the  highest  possible  quality  and  efficiency. 

7)  To  carry  out  other  activities  deemed  necessary  to  increase  the 
availability  of  quality,  permanent  housing  for  members. 
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The  Strurrure  IbMrittss. 

We  propose  tJttt  t*«  sectiw  «bcu;t  stif*  be  K»»£  to  t^e  5>Uws  « 

pa*^  3f  Vticle  IV,  Bca'-c  o*  Trustees-     It  •o^i'lj  be  *4dei  it  t*«e  t^  ^^ 
Article  :v  as  «  Te«  Section  'II. 

Section  11.     En^'w^ees 

The  Board  of  Tnstees  shi:i  eieplay  tt*e  Executive  Ci^^ecter  cf  tN* 
^soclitlon  and  shall  authorise  the  enclc^aer.t  «f  ether  vnr'IoyMt  as  ar^^ 
needed  to  carry  wt  the  eission  and  responsibilities  cf  the  AssctCaticn. 
The  Executive  Director  shall  select  the  other  employees  *^  sha^l  be 
hired  within  job  descrictions,  salary  ranges  ar>d  hirinc  ?n&cedureit 
adopted  by  the  Board  of  Trustees. 

AOOmOR  2 

The  folloinng  section,  outlining  sor«  responsibilities  and  powers  of 
the  Board  of  Trustees,  i«s  left  out  of  our  Policy  Heinoranduw,     Based  upon 
our  discussions  within  the  Structure  Comittee,  we  had  develooed  a  tist 
of  what  we  felt  would  be  some  of  the  forewost  responsibilities  cf  the 
Board  of  Trustees.     We  pass  thew  along  for  the  first  Board's  guidance. 

Powers  and  Duties  of  the  Board 

The  powers  of  the  Board  shall   include,  but  not  be  limited  to  the 
following: 

A)    To  develop,  own,  and  manage  quality  housing  in  the  public 
and  conmunity  interest. 
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B)  To  participate  In  the  development,  testing  and  replication 
of  the  mutual  housing  association  model. 

C)  To  set  the  rules  of  membership  for  the  Association. 

D)  To  accept  or  reject  all  applications  for  Class  A,  Class  B. 
and  Class  0  membership. 

E)  To  terminate  membership  and  occupancy  rights  for  cause. 

F)  To  hire,  evaluate  and  terminate  the  staff  director. 

6)    To  promulgate  such  rules  and  regulations  pertaining  to  use 
and  occupancy  of  Association-owned  housing  as  may  be  deemed 
proper  and  which  are  consistent  with  the  Bylaws  and  Articles 
of  Incorporation. 

H)     To  select  future  development  sites  for  additional  housing. 

I)    To  establish  such  conmittees  as  it  deems  necessary  to  assist 
in  its  conduct  of  the  affairs  of  the  Association. 

J)    To  conduct  all  financial  affairs  of  the  Association. 
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FIFTH:  The  Corporation  shall  be  managed  by  a  Board  of  Trustees,  all  of 
whom  shall  be  members  of  the  Corporation,  and  whose  number,  election,  removal, 
and  tenure  shall  be  established  by  the  Bylaws.  The  following  persons  shall 
serve  as  Trustees  unttl  the  first  annual  meeting  of  the  Corporation  and  until 
their  successors  are  elected  and  qualify: 

1.  14. 

2.  15. 

3.  16. 

4.  17. 

5.  18. 

6.  19. 

7.  20. 

8.  21. 

9.  22. 

10.  23. 

11.  24. 

12.  25. 
13. 

SIXTH;  The  Board  of  Trustees  shall  designate  the  initial  membership  of  the 
Corporation;  thereafter,  the  Bylaws  shall  prescribe  the  qualifications  of  member- 
ship. 

SEVENTH;  This  Corporation  shall  have  no  authority  to  issue  capital  stock 
but  shall  derive  tts  funds  from  fees,  charges,  assessments,  dues  and  other  con- 
tributions from  tts  members,  as  well  as  donations,  appropriations  and  contribu- 
tions by  governmental  and  non-governmental  entities. 

EIGHTH:  Upon  the  dissolution,  liquidation,  or  winding  up  of  the  Corpora- 
tion,"TfiiTbrporatton  shall,  after  paying  or  making  provision  for  the  payment  of 
all  the  liabilities  of  the  Corporation,  dispose  of  all  the  assets  of  the  Corpora- 
tion exclusively  for  the  purposes  of  the  Corporation  in  such  manner,  or  to  such 
organization  or  organizations  organized  and  operated  exclusively  for  charitable, 
educational,  or  scientific  purposes  as  shall  at  the  time  qualify  as  an  exempt 
organization  under  section  501(c)(3)  of  the  Internal  Revenue  Code  of  1954  (or  the 
corresponding  provision  of  any  future  United  States  Internal  Revenue  Law),  or  to 
the  Federal  Government  or  to  a  state  or  local  government,  as  the  Corporation 
shall  determine. 
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c.  Class  C  (communUy  Interest)  Menibership,  which  shall  be 
granted  to  d  person    who  has  atta1ne[rttie  age  of  18  years, 
4nd  who  is  elected  by  the  members  for  a   three  year  term 

to  provide  enpertf^e    advice,  cou  sel ,  and  support  to  the 
Association,  and  to  assure  that     t  operates  in  a  publicly 
accountable,  ron-orDfU  martner  that  maximizes  the  pi^bHc 
benefit  from  Association    ctivities      Class  C  Members  may 
Inc  ude      coomurLity  leaders >   represeotatives  of    oca 
9ov«rinnent>     enders,  professionals  in  real  estate  develop- 
ment and  housing  mdna^ement,  and  other  technical  or  finan- 
cial resource  persons. 

d.  Clast  D  (associate)  Hemberishj_p^  which  shall   be  granted  to 
a  person  or  organizatiOF>  from  whom  the  Association  has  ac- 
cepted i  financial  contribution  in  an  amount  determined  by 
the  Board  of  Tru  tees  from  time  to  time,  or  to  a  person  who 
has  otherwise  demoFi$trated  an  interest  in  becoming  involved 
in  the  affairs  of  the  Association.     Class  D  Members  may  not 
cast  ballots. 

ARTiaE  III 

MEETINGS  OF  THE  ASSOCIATION 

Section  1.     Place  of  Meetings 

Annual  and  special  meetings  of  the  Association  shall  be  held  at  a  place  desig- 
nated by  the  Board  of  Trustees. 

Section  2.    Meetings 

a.  Annual  Meetings  -  The  first  annual  meeting  of  the  Association 
shall  be  held  within  one  (1)  year  following  the  filing  of 

the  Articles  of  Incorporation.     Thereafter,  the  annual  meetings 
of  the  Association  shall  be  held  within  rtlnety  (90)  days  after 
the  close  of  the  Association's  fiscal  year.     At  each  such  meet- 
ing, the  Association  shall  elect  the  entire  Board  of  Trustees 
and  new  Class  C  (community  Interest)  Members,  if  any,  and  may 
conduct  such  other  business  of  the  Association  as  may  properly 
come  before  it. 

During  any  annual  meeting,  and  in  accordance  with  rules  duly 
adopted  for  the  conduct  of  such  meeting,  any  member  may  pro- 
pose resolutions  for  the  future  guidance  and  direction  of  the 
Board  of  Trustees,  the  Officers,  and  the  complex  councils,  and 
the  L,:'  J.::  c   :i:e  Association's  business. 

b.  Special  Heetinqs  -  It  shall  be  the  duty  of  the  President  to  call 
a  special  meeting  of  the  Association  if  directed  by  resolution 
of  the  Board  of  Trustees,  or  upon  presentation  of  a  petition 
signed  by  twenty  (20)  percent  of  the  total  number  of  the  Class  A, 
Class  B,  and  Class  C  Memberships.     The  notice  of  any  special 
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■eetiBf  stall  state  the  t1«e.  place  and  agenda  itee  for 
sadi  a  aeeciaf.    Id  lusifless  other  than  that  specified  in 
the  BOtice  ef  aeetiBg  shall  be  transacted  at  any  special 
■eetiaf. 

DHrinf  wmg  special  aeetiiig.  and  in  accordance  with  rules 
dulj  adapted  for  the  coaduct  of  such  ■eeting,  any  tifeer 
■ay  propesft  reseistions  directly  related  to  the  agenda 
iteas  specified  in  the  notice  of  aeeting  for  the  future 
guidance  aid  direction  of  the  Board  of  Trustees,  the  Of- 
ficers, and  the  conpiex  councils,  and  tne  conduct  of  the 
Association's  business. 

Section  3.    lotlce  af  Heet-ncs 

It  stall  be  the  duty  of  the  Secretary  to  rvtify  matjitn  by  mil  of  each  annual 
or  special  aeeting.    The  notice  mil  state  tne  purgose.  tine  and  place  where 
the  aeeting  is  ts  be  held  anc  stall  be  sailed  at  least  ten  (13)  days,  but  not 
■ore  ttan  thirty  (30)  days  prior  to  s;jch  a  aeeting. 

Section  4.    Q^raa 

At  each  aomal  or  special  aesting,  the  presence  of  persons  holding  at  least 
thir^-fiwe  (35)  peiceat  of  tj«  aenfcersftiTS  of  t*«  Association  entitled  to 
cast  tailots  (Class  A,  Class  3»  and  Class  C  Meabersni^)  shall  constitute  a 
qvon*  for  tta  traasactloa  of  basiaess. 

Section  5.    fot1n< 

At  each  aaanal  or  soecial  aeetios.  eacf:  Class  A  'pre-resident/ resident)  and 
Class  i  'aaitiiq  resident}  fteabers*rr.  *^t^ier  "^Is  iy  one  dt  nc*-e  De^o»»s, 
and  each  Class  C  (coavarity  interest^  MesoersM;  nay  cast  one  Iftd-^r^slsle 
ballot  on  each  Issue  to  coae  befrsr^  tie  aeetir^.     reasons  ?jclc--»g  Tiss  S 
(associate}  Mei^erships  save  •«  ballot,     j^less  otherwise  soeci*-ec  --  t^se 
Bylaas,  a  aajoritar  of  tallsts  cast  on  a'7>  issue  taring  any  Stuzt  aeetl^  at 
which  a  qaors0  Is  present  shall  detersiae  tae  issje. 


Section  5.    yrtales 

■o  proxy  voting  will  be  alloHes. 

Section  7.    Order  of  anslness 

The  order  of  basiaess  at  eaca  aanaa'  aeetiiig  sf  tue  *3soc^ar'on  $^' 
follows: 

(a)  loll  call 

(b)  ^oof  of  notice  of  aeetin;  3r  ne-ve--  r'  -*rrc€ 

(c)  leatflag  of  ai«ites  cf  preceCitc  mttzttt^ 

(d)  leports  of  Officers 

(e)  leports  of  Coarittees 

(f)  Electloa  of  Hass  C  (::i— ifit..  ^^te'e^t.  ^teaDci 

(g)  Electloa  of  Trastees 
(h)  Unfinished  basin 
(1)  iBf  basiwss 
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In  the  case  of  special  meetings,  items  (a)  through  (d)  shall  be  applicable  and 
thereafter  the  agenda  shall  consist  of  the  items  specified  in  the  notice  of  the 
meeting. 

Section  8.  Roberts'  Rules 

Unless  these  Bylaws  specifically  provide  otherwise,  Roberts'  Rules  of  Order, 
latest  revised  edition,  shall  be  the  rules  of  parliamentary  procedure  of  the 
Association. 

ARTICLE  IV 

BOARD  OF  TRUSTEES 

Section  1.     Composition  and  Number 

The  business  of  the  Association  shall  be  directed  by  a  Board  of  Trustees  com- 
posed of  25  persons,  all  of  whom  shall  be  members  of  the  Association.  The 
Board  of  Trustees  shall  reflect  the  classes  of  membership  of  the  Association 
and  shall   be  apportioned  as  follows: 

4  members  representing  neighborhoods  where  Association  housing 

is  located  (Class  C; 
4  members  representing  Class  B  (waiting  resident)  Memberships 
9  members  representing  Class  A  (pre-resi dent/resident)  Member- 
ships (including  the  chairpersons  of  complex  councils) 
2  members  representing  City  government  (Class  C) 
4  members  representing  the  Baltimore  business  community  (Class  C) 
2  at-large  members  from  the  Class  C  category  of  membership 

Section  2.     Powers 

The  Board  of  Trustees  shall  exercise  all  the  powers  of  the  Association,  except 
those  otherwise  conferred  or  reserved  by  law,  by  the  Articles  of  Incorporation, 
or  by  these  Bylaws. 

Section  3.     Election  and  Term  of  Office 

During  his  tenure  as  such,  each  Chairperson  of  each  complex  council  of  the  As- 
sociation shall  be  one  of  the  members  of  the  Board  representing  Class  A  Member- 
ships on  the  Board  of  Trustees.     All  other  Trustees  shall  be  elected  at  each 
annual  meeting  of  the  Association.    Trustees  shall  serve  until  the  end  of  the 
meeting  at  which  their  successors  shall   have  been  elected. 

Section  4.     Successive  Terms 

There  shall   be  no  limitation  on  the  number  of  terms  a  person  may  serve  on  the 
Board . 
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Section  5.     Vacancies 


The  Board  shall  fill  any  vacancy  on  the  Board  resulting  from  the  death,  resig- 
nation or  removal  of  any  Trustee.     Each  such  vacancy  shall  be  filled  by  a  person 
from  the  same  class  of  membership  as  his  predecessor.     Each  Trustee  so  elected 
shall  serve  until  the  end  of  the  meeting  at  which  his  successor  is  elected. 

Section  6.     Removal  of  Trustees 

Any  Trustee  may  be  removed  by  the  affirmative  vote  of  three-fourths  (3/4s)  of 
the  other  Trustees  then  serving. 

Section  7.     Compensation 

No  compensation  shall  be  paid  to  Trustees  for  their  services  as  Trustees,  but 
the  Board  may  provide  for  the  reimbursement  of  reasonable  expenses  incurred  by 
a  Trustee. 

Section  8.    Meetings 

The  Board  shall  meet  as  often  as  necessary,  but  in  any  event,  not  less  than 
six  (6)  times  per  year. 

Section  9.     Quorum  and  Manner  of  Acting 

At  each  meeting  of  the  Board,  the  presence  of  a  majority  of  the  Trustees  then 
serving  shall  constitute  a  guorum  for  the  conduct  of  business.    Ixcept  as 
otherwise  specifically  provided  in  these  Bylaws,  the  acts  of  a  majority  of  the 
Trustees  present  at  a  meeting  at  which  a  quorum  is  present  shall  be  the  acts  of 
the  Board. 

Section  10.     Conwiittees  and  Councils 

The  Board  shall  have  standing  and  special  committees  as  may  be  established  by 
these  Bylaws  or  by  resolution  adopted  by  the  Board. 

a.  Executive  Committee  -  There  shall  be  an  Executive  Committee 
composed  of  the  officers  of  the  Association,  the  chairpersons 
of  the  standing  committees,  and  such  other  Trustees    appointed 
by  the  President  with  the  approval  of  the  Board,  as  shall  be 
necessary  to  achieve  representation  of  all  membership  classes 
on  the  Committee.    During  periods  between  scheduled  Board 
meetings,  the  Executive  Committee  shall  be  empowered  to  conduct 
the  ordinary  and  necessary  business  of  the  Association,  and  such 
other  business  as  the  Board  may,  from  time  to  time,  delegate  to 
the  Committee.    The  Committee  shall   report  its  actions  to  the 
Board  at  the  Board's  next  meeting. 

b.  Finance  Committee  -  There  shall  be  a  Finance  Committee  of  the 
Board  which  shall  perform  such  duties  as  may  be  established  by 
resolution  of  the  Board.    The  Committee  shall  be  chaired  by  the 
Treasurer  of  the  Association,  and  shall  include  the  President 
of  the  Association,  the  chairpersons  of  the  complex  councils, 
and  such  additional  members  of  the  Association  as  may  be  ap- 
pointed by  the  President  with  the  approval  of  the  Board. 
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c.  Audit  Cotnmittee  -  There  shall  be  an  Audit  Conmittee  of  the 
Board  which  shall'  be  responsible  for  meeting  with,  and  re- 
ceiving and  discussing  the  reports  of,  the  outside  auditors 
of  the  Association.     The  Conmittee  shall  be  composed  of  three 
Trustees  who  do  not  serve  on  the  Finance  Cooinittee  and  who  are 
appointed  by  the  President  with  the  approval  of  the  Board. 

d.  Complex  Councils  -  The  Board  shall  establish  a  council  for  each 
Association  complex,  composed  of  persons  residing  in  the  Associ- 
ation complex  and  Class  C  (conmunity  interest)  Members  who  reside 
in  the    neighborhood  surrounding  the  complex,  for  the  purpose 

of  recommending  to  the  Board  policies  related  to  the  operation 
of  the  complex,  and  for  such  other  purposes  as  the  Board  may, 
from  time  to  time,  determine. 

ARTICLE  V 

OFFICERS 

Section  1.    Designation 

The  officers  of  the  Association  shall  be  the  President,  Vice  President,  the 
Secretary,  the  Treasurer,  and  such  other  officers  a;s  the  Board  may,  from  time 
to  time,  elect. 

Section  2.     Election  of  Officers 

The  officers  of  the  Association  shall  be  elected  annually  by  the  Board  at  the 
first  meeting  of  the  Board  following  the  Annual  Meeting  of  the  Association  from 
among  the  Trustees.     Each  officer  shall  hold  office  at  the  pleasure  of  the 
Board. 

Section  3.    Successive  Terms 

There  shall  be  no  limitation  on  the  number  of  successive  terms  a  Trustee  may 
be  an  officer. 

Section  4.     Resignation  and  Removal  of  Officers 

Any  officer  may  resign  office  upon  written  notice  to  the  Board.    Upon  resolution 
adopted  by  a  majority  of  the  Trustees,  any  officer  may  be  removed  and  a  succes- 
sor elected  at  any  meeting  of  the  Board. 

Section  5.     President 

The  President  shall  preside  at  all  meetings  of  the  Board,  of  the  Executive  Com- 
mittee, and  of  the  Association.     He  shall  see  that  all  orders  and  resolutions 
of  the  Board  are  carried  into  effect.    He  shall  have  general  superintendence 
of  all  other  officers  of  the  Association  and  shall  see  that  their  duties  are 
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properly  performed.     The  President  shall   provide  such  guidelines  and  direction 
as  the  Association  employees  may  require.     He  shall,  from  time  to  time,  report 
to  the  Board  all  matters  within  his  knowledge  that  the  interests  of  the  Associ- 
ation may  require  to  be  brought  to  their  notice. 

Section  6.     Vice-President 

The  Vice-President  shall   take  the  place  of  the  President  and  perform  the  Presi- 
dent's duties  whenever  the  President  shall  be  absent  or  unable  to  act,  and  such 
duties  as  the  President  or  the  Board  may,  from  time  to  time,  delegate.     If 
neither  the  President  nor  the  Vice-President  is  able  to  act,  the  Board  may  ap- 
point some  other  member  of  the  Board  to  do  so  on  a  interim  basis. 

Section  7.     Secretary 

The  Secretary  shall  keep  correct  and  complete  minutes  of  all  meetings  of  the 
Board,  the  record  of  memberships,  and  the  minutes  of  all  meetings  of  the  As- 
sociation.    The  Secretary  shall  serve  all  notices  of  meetings  of  the  Association 
within  the  tinses  established  in  these  Bylaws.    .The  Secretary  shall  attend  to 
such  correspondence  as  may  be  required  and  shaVl  perform  all  duties  incident  to 
the  office  of  Secretary  of  the  Association. 

Section  8.     Treasurer 

The  Treasurer  shall   (a)  have  charge  and  custody  of,  and  be  responsible  for,  all 
funds  and  securities  of  the  Association,  and  deposit  all  such  funds  in  such 
banVSt  trust  companies,  or  other  depositor!  s  as  shall  be  selected  in  accordance 
with  the  provisions  of  the  Bylaws;   (b)  receive,  and  give  receipts  for,  monies 
due  and  payable  to  the  Association  from  any  source  whatsoever;   (c)  keep  correct 
and  cwnplete  books  and  records  of  the  Association's  accounts  and  transactions 
Ifl  accordance  wixh  generaHy  accepted  accounting  principles;   (d)  see  that  all 
eJfpefitJUures  are  made  in  accordance  with  procedL^res  duly  established,  from 
time  to  time,  by  the  Association;   fe)  render  financial  statements  to  the  Board 
when  called  upon  to  do  so    and  a  ful     financial   report  at  each  Annual  Meeting 
of  the  Association;   (f)  sign  ^uch  documents  js  require  the  signature  of  the 
Treasurer;  and  (g)  in  general     perf^rn  ^i     duties  incident  to  the  office  of 
Treasurer  and  such  other  duties  as  the  President  may,  from  time  to  time,  assign. 
The  Treasurer  ^ha  1  give  a  bond  for  the  faithful  discharge  of  these  duties,  in 
such  sum  and  with  such  sureties  as  the  Board  shall  determine,  unless  the  Board 
shall  by  resolution  determine  otherwise. 

ARTICLE  VI 

INDEMNIFICATION 

The  Association  shall  Indemnify  an  officer  or  Trustee,  and  may,  by  resolution 
of  the  Board  of  Trustees,  indemnify  an  employee,  against  any  and  all   liabilities 
and  reasonable  expenses  actually  and  necessarily  incurred  or  imposed  in  connec- 
tion with  any  claim,  action,  suit,  or  proceeding  (whether  actual  or  threatened, 
brought  by  or  In  the  right  of  the  Association  or  otherwise,  civil,  criminal, 
administrative,  or  Investigative,  including  appeals)  to  which  the  officer. 
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Trustee,  or  employee  may  be  or  is  made  a  party,  witness,  or  other  participant, 
by  reason  of  being  or  having  been  an  officer.  Trustee,  or  employee  of  the  As- 
sociation; provided,  however,  that  there  shall  be  no  indemnification  in  relation 
to  any' matter  as  to  which  such  person  shall  be  adjudged,  by  a  court  of  competent 
jurisdiction,  to  be  guilty  of  a  criminal  offense,  or  to  be  liable  to  the  Associ- 
ation for  damages  arising  out  of  negligence  or  misconduct  in  the  performance  of 
a  duty  to  the  Association. 

Amounts  paid  in  indemnification  of  expenses  and  liabilities  may  include,  but 
shall  not  be  limited  to,  counsel  fees  and  other  fees,  costs,  and  disbursements, 
and  judgments,  fines  and  penalties  against,  and  (with  specific  Board  approval) 
amounts  paid  in  settlement  by,  such  officer.  Trustee,  or  employee.  The  Associ- 
ation may  advance  expenses  to,  or  where  appropriate  may,  at  its  expense,  under- 
take the  defense  of,  any  officer,  Trustee,  or  employee;  provided,  however,  that 
such  officer,  Trustee,  or  employee  shall  first  agree  to  repay  or  to  reimburse 
such  expense,  if  it  should  ultimately  be  determined  that  indemnification  under 
this  Article  is  not  available. 

This  Article  shall  apply  to  claims,  actions,  suits  or  proceedings  made  or  com- 
menced after  the  adoption  of  these  Bylaws,  whether  arising  from  acts  or  omis- 
sions to  act  occurring  before  or  after  adoption  of  these  Bylaws. 

Indemnification  available  under  this  Article  shall  not  be  deemed  exclusive  of 
any  other  rights  to  which  an  officer,  Trustee,  or  employee  may  be  entitled, 
under  any  law,  other  Bylaw,  agreement,  vote  of  the  Board  of  Trustees,  or 
otherwise;  and  shall  not  restrict  the  power  of  the  Association  to  make  any 
indemnification  permitted  by  law.  Indemnification  available  under  this  Article 
shall  inure  to  the  benefit  of  the  heirs,  executors,  administrators,  or  other 
legal  representatives  of  an  officer.  Trustee,  or  employee  entitled  to  indemni- 
fication under  the  terms  of  this  Article. 

If  any  part  of  this  Article  shall  be  found  to  be  invalid  or  ineffective,  the 
validity  and  the  effectiveness  of  the  remaining  parts  shall  not  be  affected. 
The  Association  may  purchase  such  Officers  and  Trustees  Liability  and  Corporate 
Reimbursement  Insurance  as  the  Board  may  deem  appropriate  to  cover  the  Associa- 
tion's obligations  and  prerogatives  hereunder. 

ARTICLE  VII 

EQUAL  OPPORTUNITY 

The  Association  shall  not  engage  in  any  discrimination  prohibited  by  law  in 
employment  or  the  provisions  of  services. 

ARTICLE  VIII 

FINANCIAL  MANAGEMENT 

Section  1.     Fiscal  Year 

The  fiscal  year  of  the  Association  shall  end  on        (date) of  each  calen- 

dat  year,  or  at  such  other  time  as  may  be  fixed  by  resolution  of  the  Board  of 
Trustees. 
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Section  2.     Books  and  Records 


T?te  books  and  records  of  the  Association  shall  be  available  at  the  principal 
office  of  the  Association  for  inspection  at  reasonable  tinies  by  the  members 
and  by  their  duly  authorized  agents  or  attorneys. 

At  the  close  of  each  fiscal  year,  the  books  and  records  shall   be  audited  by  a 
Certified  Public  Accountant. 

Section  3.     Execution  of  Corporate  Documents 

The  Board  of  Trustees  may  authorize  by  resolution  any  officer  or  agent  of  the 
Association  to  enter  into  any  contract  or  execute  and  deliver  any  instrument 
in  the  name  of  and  on  behalf  of  the  Association.     All  checks,  drafts,  or  orders 
for  the  payment  of  money,  notes,  or  other  evidence  of  indebtedness  issued  in  the 
name  of  the  Association  shall  be  signed  by  such  persons  at  least  two  in  number 
and  in  such  manner  as  shall  from  time  to  time  be  determined  by  resolution  of 
the  Board  of  Trustees.     In  the  absence  of  such  determination  by  the  Board  of 
Trustees,  such  instrument  shall   be  signed  by  the  Treasurer  or  Assistant  Treasurer, 
if  any,  and  countersigned  by  the  President  or  Vice  President  of  the  Association. 

ARTICLE  IX 

AMENDMENTS 

These  Bylaws  may  be  altered,  amended,  or  repealed,  and  new  Bylaws  may  be  adopted 
by  a  two-third  (2/3)  vote  of  the  Trustees,  or  a  majority  of  the  ballots  cast  at 
an  annual  or  special  meeting  of  the  Association. 

Mr.  Vento.  Thank  you,  Mr.  Whiteside.  We  appreciate  your  testi- 
mony. It  is  very  comprehensive  in  nature.  I  appreciate  you  high- 
lighting it.  I  think  that  most  members  have  shown  a  real  interest 
in  the  Neighborhood  Reinvestment  Corp.  in  the  past.  It  has  been 
one  of  the  few  programs  that  has  not  been  eliminated  as  we  go 
forth.  It  has  been  certainly  limited  in  terms  of  its  function  but  it 
shows  a  surprising  ability  to  keep  building  on  the  relationships 
that  are  created  within  the  urban  centers. 

Let  me  first  direct  some  questions  to  the  other  witnesses  today. 
We  may  have  to  have  you  act  like  a  referee,  Mr.  Whiteside  in  this 
particular  context.  I  am  sure  we  understand  that  the  role  and  the 
goals  of  both  the  private  and  public  sector  here  are,  of  course,  to 
provide  financing  for  housing. 

So,  the  end  result,  I  expect,  will  be  when  we  get  done,  more 
funds  available  or  hopefully  some  funds  available  within  the  con- 
text of  our  economy.  It  is  a  real  pleasure  to  welcome  Mr.  Waldo. 
He  and  I  served  on  a  panel  earlier  this  year  before  the  builders, 
talking  about  some  of  the  same  concerns  that  he  raises  today. 

So,  it  is  a  real  pleasure.  Also  it  is  a  pleasure  to  see  Mr.  Taylor, 
with  his  distinguished  role  working  with  GNMA  in  many  capaci- 
ties. Mr.  Waldo,  in  your  statement,  you  point  out  that  vou  see  no 
reason  to  doubt  the  adequacies  or  inadequacies  of  a  $38.4  billion 
limit  on  GNMA  program.  Does  that  mean  you  believe  the  level  will 
be  sufficient  to  support  a  $35  billion  level  for  FHA,  or  does  it 
simply  reflect  your  belief  that  GNMA  programs  are  not  desirable? 

Mr.  Waldo.  My  statement  reflects  the  belief  that  that  is  the 
level  of  business  that  will  actually  be  available.  In  1981  the  FHA 
initiated  somewhere  around  $12  billion  in  loans.  VA  did  a  similar 
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amount.  The  private  industry  initiated  more  loans  than  the  VA 
and  FHA  combined.  Our  level  last  year  was  somewhere  around  $1 
billion. 

So,  it  would  appear  that  a  $35  billion  authorization  level  for  the 
FHA  would  be  adequate  and  that  the  FHA  business,  combined  with 
the  VA  business,  should  not  exceed  the  $38.4  billion  that  has  been 
authorized  for  GNMA.  I  do  not  have  from  the  top  of  my  head  the 
number  of  new  GNMA  issues  that  came  out  in  1981,  but  I  am  quite 
confident  that  it  was  nowhere  near  the  $38  billion. 

I  might  just  emphasize,  Mr.  Chairman,  that  what  we  are  tr3ring 
to  point  out  is  that  the  private  sector  has  a  tremendous  role  to 
play.  We  have  not  really  had  a  chance  to  play  that  in  the  latter 
few  years  because  there  has  been  no  structure  for  a  conventional 
mortgage-backed  security.  There  just  isn't  any  opportunity  to  get  a 
publicly  offered  mortgage  backed  security  out  into  the  market- 
place, because  of  registration  requirements,  because  of  income  tax 
concerns,  as  to  what  happens  to  all  of  the  parties  who  are  involved, 
because  of  investor  concerns  as  to  whether  they  really  have  the  au- 
thority to  buy  and  hold  these  things,  once  we  get  the  product 
issued. 

All  of  this  limits  the  amount  of  conventional  backed  securities 
that  can  come  to  market.  If  there  is  a  limited  supply  of  the  product 
in  the  marketplace,  there  is  no  opportunity  for  investors  to  develop 
any  kind  of  investor  familiarity  so  you  can  develop  a  freewheeling 
and  faster  moving  market. 

I  think  the  FNMA  conventional  security  program  that  it  has 
started  is  an  excellent  one.  I  think  starting  with  both  FNMA  and 
FHLMC  is  a  tremendous  way  to  go  because  both  of  these  institu- 
tions have  investors  familiarity.  People  have  bought  FNMA  deben- 
tures for  years.  They  know  who  FNMA  is.  Even  thought  FNMA  is 
having  problems  right  now,  with  a  negative  income,  that  really 
isn't  perceived,  I  do  not  think,  in  the  investments  community  as  a 
real  drawback. 

FHLMC,  since  1971  or  so,  has  been  issuing  its  participation  certi- 
ficates so  everybody  knows  FHLMC,  they  know  their  reputation, 
they  know  their  ability. 

So,  I  think,  this  is  a  great  place  to  start  with  conventional  mort- 
gage-backed securities.  We  need  more  than  that  because  FNMA 
and  FHLMC  have  limitations  on  the  kind  of  loans  they  can  buy.  I 
think  there  will  be  room  in  the  marketplace  for  many  other  con- 
duit mortgage-backed  certificate  type  organizations,  whether  it  is 
operated  by  investment  bankers,  or  whether  it  is  operated  by  com- 
panies such  as  ours  that  have  an  interest  in  seeing  that  these 
things  get  done. 

We  do  need  the  mechanism.  We  do  need  legislation  that  will 
permit  that  to  happen.  Once  that  does  happen,  then  I  think  that 
the  market — the  natural  force  of  the  market  are  going  to  gravitate 
toward  the  conventional  business.  We  have  seen  that  happen.  We 
don't  consider  the  FHA  a  real  competitor  of  ours.  We  started  when 
the  FHA  was  the  only  game  in  town.  And  year  by  year  and  month 
by  month  we  have  gained  on  them. 

To  this,  I  mean  right  at  1981,  which  is  as  tough  a  market  as  you 

II  find,  we  have  initiated  more  than  the  FHA  and  VA  combined. 
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So,  that  is  not  a  problem.  But,  our  problem  is  being  able  to  pack- 
age these  conventional  loans  and  getting  them  into  the  market- 
place, so  we  have  the  same  access  to  the  market  as  the  GNMA  has. 
I  am  sorry,  you  asked  a  simple  question  and  I  kind  of  gave  you  a 
drink  from  a  fire  hydrant,  but  I  do  think  those  remarks  are  ger- 
mane. 

Mr.  Vento.  I  think  it  is  good  to  have  them  on  record  if  they  are 
not  reflected  in  your  other  remarks. 

The  point  of  course  is  that  Congress  has  been,  I  think,  ready  and 
willing  and  has  created  the  opportunity  for  your  entry  and  has  fa- 
cilitated that  participation.  I  think  that  there  is  probably  a  positive 
attitude,  an  open  mind  with  regard  to  that. 

The  only  question  is,  of  course,  insofar  as  the  role  of  the  FHA 
and  the  other  facilities  that  we  have,  within  that  context.  I  mean,  I 
think  it  is  important,  as  I  said  when  I  served  on  the  panel  with  you 
in  terms  of  the  countercyclical  nature  of  FHA,  of  VA,  in  terms  of 
what  they  do.  I  do  not  think  that  necessarily  the  private  sector  can 
answer  that.  Maybe  they  will  in  the  future.  We  certainly  want  to 
keep  FHA  and  VA  present  in  that  particular  context. 

Let  me  just  go  back  now,  if  I  could,  to  Mr.  Taylor  with  a  ques- 
tion. Do  you  telieve,  Mr.  Taylor,  that  the  continued  presence  of 
GNMA  on  the  mortgage-backed  securities  will  inhibit  the  develop- 
ment of  a  viable  conventional  mortgage-backed  securities  program? 

In  other  words,  if  we  keep  you  healthy  and  viable,  at  whatever 
level  of  activity.  I  take  Mr.  Waldo's  statement  is  that  he  just 
doesn't  believe  that  there  is  going  to  be  more  than  $38  billion  or 
whatever  the  figure  is  that  he  testified  to,  of  activity.  So,  you  might 
want  to  respond  to  that  and  what  type  of  problems  that  may  create 
for  you,  if  any.  And  the  presence  of  the  mortgage-backed  securities 
program,  its  impact  on  the  private  or  conventional  market  pro- 
gram? 

Mr.  Taylor.  Well,  Mr.  Vento,  let  me  say  that  I  am  now  speaking 
as  someone  with  the  perspective  of  the  private  industry.  I  never 
have  understood,  and  now  that  I  am  in  the  private  sector  I  under- 
stand even  less,  the  position  taken  by  private  mortgage  insurance 
companies. 

Looking  from  our  point  of  view,  we  see  a  need  for  both.  We  see  a 
need  for  a  conventional  mortgage-backed  security.  Frankly,  Mr. 
Vento,  one  of  the  reasons  I  was  hired  by  Bankers  Mortgage  Corp. 
was  to  develop  a  conventional  mortgage-backed  securities  program 
for  them. 

But,  at  the  same  time,  I  believe  we  need  the  FHA  and  GNMA 
programs.  You  pointed  out  that  FHA's  limitation  for  fiscal  year 
1983  has  been  proposed  at  $35  billion.  We  may  or  may  not  use  that 
amount  of  authority.  But,  remember  that  the  Veterans  Administra- 
tion has  a  mortgage  guarantee  program  on  which  there  is  no  ceil- 
ing. The  Government  National  Mortgage  Association's  mortgage- 
backed  securities  program  provides  the  only  viable  outlet  for  these 
loans  in  the  secondary  mortgage  market. 

As  I  pointed  out  in  my  testimony,  there  are  serious  questions 
about  the  ability  of  the  only  other  major  market  participant  in  the 
FHA,  VA  market,  the  Federal  National  Mortgage  Association;  to 
expand  its  role  to  counter  any  reduced  GNMA  activity. 
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As  I  also  explained  in  my  testimony,  Mr.  Vento,  one  of  the  rea- 
sons why  the  private  sector  needs  a  substantial  level  of  commit- 
ment authority  over  and  above  the  amount  of  securities  issued 
each  year,  is  to  give  us  the  ability  to  hedge  our  positions,  and  thus 
allow  us  to  be  able  to  go  out  and  enter  into  commitments  to  buy 
loans  in  significant  volumes. 

My  concern  is,  Mr.  Vento,  if  this  commitment  level  is  reduced,  so 
that  those  private  flnancial  institutions,  such  as  mortgage  bankers, 
that  make  up  the  1,100  security  issuers  are  not  able  to  obtain  all  of 
the  commitment  authority  they  need,  they  will  cut  back  on  their 
FHA  and  VA  activity  and  as  a  result,  this  will  seriously  impact  on 
the  ability  of  this  market  to  recover  from  the  depths  of  the  depres- 
sion which  it  finds  itself  in  today. 

Mr.  Vento.  Very  good.  I  suspect,  Mr.  Waldo,  you  might  have  a 
difference  of  opinion  there.  I  see  an  expressive  nod,  is  that  right? 

Mr.  Waldo.  I  am  sure  we  could  carry  on  an  argument  for  some 
time,  but  really,  I  think  that  Mr.  Taylor  makes  a  very  good  point 
and  I  wouldn't  debate  that. 

Mr.  Vento.  We  will  quit  while  we  are  ahead  then? 

Mr.  Waldo.  I  do  not  say  we  have  agreement.  I  think  he  made  a 
very  good  point.  All  of  the  players  in  the  mortgage  market  do  need 
to  have  flexibility  in  which  to  operate.  I  think  one  of  the  ways  to 
give  all  of  the  players  the  maximum  flexibility  is  to  create  this 
structure  for  a  conventional  mortgage-backed  security.  I  think 
many  of  the  other  problems  and  many  of  the  other  concerns  that 
people  have  about  the  impact  of  GNMA,  not  only  crowding  out  con- 
ventional mortgage-backed  securities  or  crowding  out  other  govern- 
ment bargaining,  will  disappear  simply  because  I  think  the  private 
sector  can  do  a  heck  of  a  lot  better  job  in  this  area  than  the  Gov- 
ernment sector,  and  I  think  we  will  show  it. 

Mr.  Vento.  Nobody  is  being  crowded  out? 

Mr.  Waldo.  Nobody  is  being  crowded. 

Mr.  Vento.  There  is  plenty  of  room,  I  feel  that  we  can  put  no 
limitations.  I  have  got  a  dilemma  here.  You  heard  the  bells  ring. 
Obviously  my  colleagues  had  a  varietiy  of  commitments.  I  want  to 
ask  a  number  of  brief  questions  of  Mr.  Waldo,  and  if  we  could  get 
brief  answers  and  then  turn  to  Mr.  Whiteside,  I  would  appreciate  it 
if  I  can  get  out  of  here  so  I  can  make  my  vote. 

If  the  chairman  shows  up  he  may  prevail  upon  you  while  he  asks 
some  questions.  Your  statement,  Mr.  Waldo,  is  that  you  believe 
that  9V2  percent  of  the  minumum  rates  are  low.  What  would  you 
suggest  would  be  the  proposal  in  terms  of  that  program? 

Mr.  Waldo.  I  do  not  feel  as  strongly  about  the  SVa-percent  inter- 
est rate.  I  think  that  it  seems  a  little  low.  But  I  suspect  the  actual 
level  of  interest  rate  would  be  something  that  would  be  determined 
by  the  regular  congressional  processes. 

My  major  concern  with  H.R.  5731  is  that  it  focuses  the  emphasis 
on  insurance,  on  the  FHA.  I  do  not  think  that  ought  to  be.  I  think 
that  the  private  sector  should  be  recognized. 

Mr.  Vento.  Let  me  ask  this  next  question.  Does  that  mean  that 
^^     private  mortgage  insurance  companies  want  to  compete  with 

lA  and  you  are  competing  at  the  same  level? 
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Mr.  WALDa  We  will  insure  any  loan  tiuit  lenders  make.  We  have 
to  inaore  like  oili»s  because  that  is  what  our  cusumersi  need  and 
oiherB  are  doing  that. 

Mr.  VEKitx  Too  are  not  di£G»entiating.  Let  me  move  on  to  Mr 
Whiteside.  I  do  a|^>reciate  your  attendance  here  today.  One  of  the 
pm^ams  that  3700  pcanted  out  correctly.  Mr.  Whiteside,  that  we 
are  interested  in  is  the  mutual  ho«xsix^  associations. 

I  appreciate  yoa  highlighting  that  in  vour  testimony.  We  are 
tfumewhat  coooamed  about  the  statxis  of  that  program  in  terms  of 
what  its  Tiability  is.  If  we  think  we  have  sometMng  successful  in 
Baltimore  that  is  working,  the  question  is  why  aren't  we  th^n  rep-' 
licafing  it  or  increasing  the  nimibn-  of  options  that  we  have  with 
regard  to  {Hlot  innograms  in  other  areas. 

What  is  the  form  oi  subsidv  or  Government  assistance  used 
there? 

Mr.  Whttesiik.  It  is  a  front-end  subsidy  contemplated  as  a  Feder^ 
al  grant.  We  are  putting  together  a  consortium  of  foundations  for 
the  $2Vt  million  capital  grant  necessary  for  the  first  60  units  of 
construction  in  Baltimore. 

Mr.  Vento.  There  is  some  confusion  here  about  this. 

In  other  words,  don't  you  then  do  that,  the  same  thing  in  other 
areas  with  regard  to  philanthropic  type  of  activity  to  fund  mutual 
housing  if  you  chose  to? 

Mr.  WHTTEsmE.  I  think  there  is  a  limit  to  what  can  be  done  in 
this  area  philanthropically.  I  think  on  a  demonstration  basis,  that 
we  will  be  able  to  pull  in  the  necessary  support.  But  1  see  what  we 
are  doing  here  as  creating  a  demonstration  to  be  watched  by  the 
Congress  for  a  potential  future  publicly 

B4r.  Vento.  Haven't  you  already  been  able  to  demonstrate  there 
are  a  lot  of  mone)rs  to  be  saved  in  terms  of  this  mutual  housing 
effort? 

Mr.  Whtteside.  We  are  not  operational  yet,  no,  sir.  We  just  about 
have  the  corporation  organized.  The  initial  group  of 

Mr.  Vento.  This  exists  in  other  areas,  does  it  not?  We  know  in 
other  jurisdictions,  in  other  countries  they  use  similar  concepts, 
have  they  not? 

Mr.  WnrrEsroE.  Yes,  they  do.  What  we  have  done  is  to  adapt  that 
concept  to  American  institutions,  and  really  tailor  the  model  to  the 
community  level  of  activity  in  the  NHS  neighborhood. 

So,  I  wouldn't  want  to— we  are  very  hopeful  and  confident,  but  I 
wouldn't  want  to  predict 

Mr.  Vento.  Shouldn't  we  really  be  doing  this  more  than  in  just 
Baltimore?  Shouldn't  we  be  doing  this  in  other  areas?  It  is  an  idea 
that  has  a  tremendous  potential  to  help  to  improve  housing, 
doesn't  it,  in  your  judgment  or  not? 

Mr.  WnrrESinE.  It  certainly  does.  It  is  our  hope  to  demonstrate  it 
in  about  three  other  locations,  so  that  we  can  get  different  housing 
stocks,  different  sections  of  the  country  involved.  And  some 

Mr.  Vento.  But  you  can't  spend  your  energy  on  raising  money.  I 
mean,  it  is  fine  if  you  can  raise  money,  if  someone  will  step  for- 
ward and  donate.  But  you  can't  realistically  be  able  to  expect  to 
raise  the  amount  of  money  you  are  doing  in  Baltimore  ana  repli- 
cate that  in  Minneapolis,  St.  Paul,  Seattle,  Houston  or  wherever  it 
seemed  to  be  justified. 
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You  can't  hope  to  raise  that  kind  of  money,  can  you? 

Mr.  WnrrESiDE.  I  do  not  know  any  alternative  but  to  try.  And  to 
do  as  much  as  we  can.  Because  clearly,  in  the  level  of  authorization 
we  are  talking  about  here,  there  is  not  the  magnitude  of  funds  to 
deal  with  additional  demonstrations. 

Mr.  Vento.  Have  you  put  a  proposal  together  asking  for  more 
demonstration  funds  from  the  administration  and  0MB?  Did  you 
put  any  in  or  not? 

Mr.  WHrrESiDE.  We  had  a  $10  million  request  for  three  additional 
demonstrations  in  our  fiscal  year  1983  proposal  to  0MB,  which  was 
not  acted  on. 

Mr.  Vento.  There  was  no  positive  response  so  you  are  left  with- 
out any.  But  doesn't  this  offer  great  hope  in  terms  of  meeting  the 
housing  needs  of  people  in  these  urban  areas? 

Mr.  Whffeside.  I  think  it  is  the  best  hope  we  have  uncovered  for 
beginning  to  deal  with  rental  resources  in  the  median  income  and 
below  part  of  the  market. 

Mr.  Vento.  Some  people  might  not  understand  and  I  have  some 
difficulty,  the  difference  between  a  cooperative  and  condominium. 
What  is  the  difference?  How  is  it  specifically  different? 

Mr.  WniTEsroE.  This  is  not  a  cooperative  or  a  condominium.  It  is 
a  mutual  association.  The  association  is  the  owner  of  the  property. 
The  association  members  rent  from  the  association.  They  do  not 
participate  in  any  equity  growth.  The  equity  growth  belongs  to  the 
association.  You  achieve  some  of  the  participative  and  pride  as- 
pects of  home  ownership  through  involvement  in  decisionmaking 
and  participation  on  the  board  and  so  on.  The  design  is  to  have  a 
mutual  housing  association  as  a  continuous  producer  that  over  a 
period  of  years  will  be  able  to  utilize  self-generated  capital  through 
the  equity  buildup. 

Mr.  Vento.  Well,  this  is  an  extremely  important  thing,  I  think. 
We  find  so  many  people  unable  to  get  into  conventional  type  of 
mortgage  because  of  interest  rates  and  other  factors.  I  think  we 
should  assist  people  to  achieve  a  little  degree  of  that  traditional 
value,  the  feeling  of  homeownership,  a  stake  in  the  property  in  an 
urban  area.  That  seems  to  be  very  important.  I  hope  we  can  im- 
prove on  that.  Mr.  Waldo,  did  you  have  a  comment? 

Mr.  Waldo.  Our  industry  and  my  company  particularly  are  fa- 
miliar with  the  work  that  Mr.  Whiteside's  organization  is  doing 
around  the  country,  I  would  have  to  agree  with  you  that  this  is  sn 
excellent  program  for  getting  marginal  credit  risks  into  good  hous- 
ing. And  of  course,  the  level  of  expertise  varies  from  community  to 
community.  There  are  some  good  ones  and  some  not  so  good. 

But,  on  the  whole,  I  think  it  is  an  excellent  program  and  it  cer- 
tainly deserves  Congress  support. 

Mr.  Vento.  We  ought  to  be  looking  at  setting  up  a  wider  demon- 
stration base  so  we  can  build  the  support  and  understanding. 
Neighborhood  Reinvestment  Corp.  is  perfect  because  it  deals  wiui 
those  technical  aspects  and  deals  with  tieing  together  the  second- 
arv  market  and  other  sources  of  financing  and  has  done  so  success- 
fully, in  traditional  and  nontraditional  programs.  That  is  the  en- 
couraging aspect. 

So,  neighborhood  reinvestment  program  has  successfully  spun  off 

id  continues  to  be  in  the  vanguard  in  terms  of  urban  settings.  We 
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fSafamitted  far  indnsian  ax  this  point  is  the  faUowii^  material:  A 
r,  dated  Maich  90.  19IS1  from  Federal  Home  Loan  MongMe 
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Cliainnan  Gomalez  to  witnesses  MaxwelL  Tajkr.  and  Wakkk  with 
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Philip  R.  Brinkcrholf  Federal  Home  Loan  Mortgage  Corporation 

President  1776  G  Street  NW.  P  O.  Box  37248 

Chief  Executive  Officer  Washington.  DC  20013  (202)  789-4700 

(202)789-4720 

March  30,    1982 


The  Honorable  Henry  B.  Gonzalez 
Chairman,  SubcoioDlttee  on  Housing 

and  Coorounity  Development 
2129  Rayburn  House  Office  Bldg. 
Washington,  D.C.   20515 

Dear  Mr.  Chairman: 

The  Federal  Home  Loan  Mortgage  Corporation  (the  ''Mortgage' Corporation")  is 
pleased  to  have  this  opportunity  to  express  views  on  Sections  512  and  513  of 
H.R.  5731  for  the  hearing  record.   The  corporation  appreciates  the  deep  concern 
for  the  state  of  the  nation's  housing  that  you  and  the  other  members  of  the 
subcommittee  have  demonstrated.  We  share  this  concern. 

To  date,  the  Mortgage  Corporation  has  brought  more  than  $30  billion  to 
home  mortgage  lending  in  America.  We  look  forward  to  providing  continued  serv- 
ice to  the  mortgage  marketplace,  and  offer  these  comments  with  that  goal  in 
mind. 

Section  512(b)  Limitations  on  Participation  Agreements 

The  relationship  of  the  current  statutory  mortgage  limits  to  the  purchase 
of  participation  interests  has  been  unclear.   We  understand  that  this  amendment 
is  intended  to  clarify  Congressional  intent  on  this  matter.  After  FNMA's 
November  announcement  that  the  maximum  limits  applied  to  the  participation 
interest  rather  than  to  the  amount  of  the  original  loan,  we  met  with  your 
Subcommittee  staff  to  obtain  their  interpretation  of  existing  statutes.  We 
understood  the  Subcornnittee  staff  position  to  be  that  the  maximum  mortgage  pur- 
chase limits  under  existing  law  are  limits  on  the  total  principal  balance  of 
the  loan,  not  merely  on  the  amount  of  the  participation  interest  to  be 
purchased. 

We  agreed  to  respect  that  interpretation  until  the  Congress  could  review 
and  clarify  this  matter.  As  a  result,  the  Mortgage  Corporation  has  maintained 
its  policy  on  this  point  which  is  in  a  manner  consistent  with  the  Subcommittee 

staff's  interpretation. 

t 

However,  the  discrepancy  between  the  Mortgage  Corporation's  policy  and 
FNMA's  has  put  us  at  a  competitive  disadvantage  in  offering  services  to 
lenders.   The  FNMA  policy  enables  lenders  to  gain  additional  liquidity  because 
it  makes  virtually  every  loan  in  a  lender's  portfolio  eligible  for  at  least 
partial  purchase  by  FNMA.   Additional  liquidity  is  especially  important  in  high 
co!>t  areas  where  a  large  share  of  the  loans  being  originated  exceed  the 
statutory  limitations  in  the  corporations'  charter  acts. 
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As  you  know,  the  Mortgage  Corporation  has  supported  legislation  hefore 
this  coiHittee  in  the  past  to  raise  or  elininate  statutory  loan  purchase  liai- 
tations.  H.R.  4787,  the  Mortgage  Corporation's  recapicalixation  bill,  cur- 
rently  pending  before  the  Coanittee,  would  place  responsibility  for  setting 
loan  limits  in  the  corporation's  Board  of  Directors.  This  approach  is  consis- 
tent with  our  objective  of  privatisation  and  would  pemit  us  to  respond  to 
lenders'  needs  *»   they  develop  irithout  the  delay  involved  in  revisions  to 
statutory  limits. 

Liberalised  limits  cm  participations  would  permit  us  to  provide  lenders 
with  needed  liquidity  without  ignoring  the  low  and  middle  income  households  the 
Sub<Dc=L^  .4=:::  ^^T.ts  to  ensure  \ril     be  served   Nearly  all  of  our  purchase 
part icipa Lions  are  85-95  percent  of  the  total  principal  balance  of  the  loan. 
The  Qtiaber  of  very  high  priced  hou&es  for  ^ich  participations  are  purchased 
should  alvays  be  low  because  lenders  do  not  want  to  keep  large,  illiquid 
residuals  in  their  portfolios.   In  any  event,  the  Mortgage  Corporation  has  no 
intention  of  abandoning  its  traditional  role  in  providing  funds  for  low  and 
middle  income  families. 

Section  513(b)  Purchase  of  Second  Mortgages 

Expanding  the  Mortgage  Corporation's  loan  purchase  authority  to  include 
second  mortgages  intended  to  finance  the  purchase  of  a  home  is  an  important 
change  in  view  of  the  National  Association  of  Realtors'  estimates  that  one 
third  of  the  houses  purchased  in  the  United  States  last  year  involved  secondary 
financing.   The  Mortgage  Corporation  strongly  supports  this  expansion  of 
authority. 

For  the  past  t%ro  years,  we  have  established  our  own  loan  limits  for  second 
mortgages  purchased  under  our  pilot  Home  Improvement  Loan  (HIL)  program.  We 
have  not  abused  this  authority  to  adjust  our  limits  to  reflect  market  develop- 
ments and  feel  that  such  flexibility  is  essential  to  the  operation  of  a  respon- 
•ive  &«cc Fid J ry  market.   Congress  intended  in  its  1978  authorization  of  the  HIL 
program  (Sec.  1702  of  Public  Law  95-630)  that  its  loan  limits  be  linked  to  the 
limits  imposed  on  Federal  savings  and  loan  associations  by  the  Federal  Home 
Loan  Bank  Board  (FHLBB). 

However,  following  Congressional  intent  in  the  Financial  Institutions' 
Deregulation  Monetary  Control  Act  of  1980,  the  FHLBB  has  removed  all  dollar 
limitations,  instead  relating  lending  limits  to  maximum  loan-to-value  ratios. 
The  Mortgage  CDrporst ion's  current  HIL  limits  of  $15,000,  $A0,000  and  $60,000 
reflect  our  policy  rather  than  FHLBB  regulations.   Because  our  view  is  that  the 
real  test  of  soundness  %rhich  should  govern  the  extent  of  our  participation  is 
the  total  financing  to  value  ratio,  we  are  now  reviewing  the  possibility  of 
increasing  the  HIL  limits. 
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We  recently  reviewed  our  HIL  portfolio  and  surveyed  oembers  of  our  HIL 
advisory  group  to  obtain  information  regarding  the  volume  and  characteristics 
of  HILs  and  other  seconds.   A  copy  of  our  survey  summary  has  been  provided  to 
the  Subcommittee  staff.  A  widespread  concern  amonj^  lenders,  which  we  share,  is 
that  rettricting  the  Mortgage  Corporation  in  the  ar«a«  of   c<?t«l  financing  to 
value  and  loan  amount  would  put  an  additional  burden  on  an  industry  which  is 
already  strapped  for  Icsanible  funds   Statutory  limits  quickly  becone  out-of- 
date  and  would  impede  the  Mortgage  Corporation's  ability  to  bring  funds  froa 
capital  surplus  to  capital  deficit  areas.   In  addition,  the  restrictions  in 
Section  313  could  force  some  borrowers  away  from  traditional  lenders,  which 
sell  to  FNMA  and  the  Mortgage  Corporation. 

The  statutory  restriction  on  the  use  of  HIL  loan  proceeds  only  for  home 
improvetaentfi  hd«  already  prevented  us  from  responding  to  market  demands  and 
providing  lenders  with  needed  iquidity.   Borrowers  of  home  improvement  loans 
almost  always  intend  to  finance  both  eligible  improvements  and  some  penonal 
need,  such  as  education  or  a  vacation,  with  the  proceeds.  As  a  result,  the  HIL 
program  has  never  had  significant  usage  by  lenders,  %^o  cite  the  statutory 
restriction  on  the  use  of  the  loan  proceeds  as  the  chief  impediment.   Further 
restrictions  on  this  program  may  result  in  so  little  use  as  to  make  this  pilot 
program  infeasible  from  a  cost  standpoint. 

Not  only  is  the. language  imposing  loan  limits  for  seconds  inconsistent 
With  our  current  authority  to  establish  our  own  limits  on  HILs,  it  is  very 
restrictive  in  view  of  the  authority  extended  for  purchase-money  seconds. 
Limiting  these  seconds,  %yhich  lenders  say  are  usually  higher  than  the 
restricted-use  HILs,  would  further  inhibit  financing  residential  sales  today. 

In  addition  to  the  dollar  limits,  a  maximum  loan-to-value  ratio  of 
80  percent  of  the  "appraised  value"  of  the  dwelling  has  been  proposed.  This  is 
more  restrictive  than  current  regulatory  authority  and  industry  practice. 
While  \te   agree  that  a  ratio  of  total  financing  to  value  is  appropriate  for 
prudent  lending,  we  feel  that  it  should  not  be  set  by  statute. 

For  example,  our  current  Charter  Act  does  not  have  a  maximum  loan-to-value 
ratio  for  first  lien  loans;  rather,  it  requires  mortgage  insurance  for  loans 
with  a  ratio  higher  than  80  percent.   In  our  view,  the  applicable  total  financ- 
ing-to-value requirement  for  second  mortgages  should  be  the  same  as  the  ratio 
for  our  first  lien  program. 

The  Mortgage  Corporation  also  urges  that  the  term  "appraisal"  be  deleted 
froiB  the  Bill.   This  term  is  not  used  in  the  loan-to-value  provision  of  our 
Charter  Act  governing  first  mortgages  (Section  305(a)(2)).  Moreover, 
appraisals  can  be  expensive  for  the  borrower,  and  are  often  unnecessary  for 
smaller  loans.   The  Mortgage  Corporation  has  developed,  and  is  using,  effective 
streamlined  techniques  for  estimating  value  in  its  HIL  program,  thereby 
avoiding  the  expense  of  a  full  appraisal.   We  hope  you  will  leave  the  method  of 
estimating  value  to  our  discretion,  in  that  it  means  savings  for  consumers. 
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Siailarly,  «e  appo^m  a.   srsrarcry  r«^sir«aea:  th«£  restricts  second 
aortf  ages  to  resideaoes  «Axc^  are  c^raei  ^ocga^ied.  As  circuBstsaces  t^srve  »ft4« 
it  iocreasiaiEly  difficult  ^Dtb  far  reater  bocss^clds  tc  afford  hosecvoer^i^ 
ad  for  owners  to  sell  residences  vyoa  treasfer,  «e  do  not  %i«att  to  ^reclode 
access  to  fxAaaciag  «fcicb  increases  tlw  supply  of  standard  rental  Hawsinf. 
Althoogb  the  Hortgage  Corporatioo  correatlT  does  not  pcrcbase  aortgaf^s  on  swell 
ooo-owaer -occupied  restal  property,  ve  wast  to  retain  the  flexibility  to 
respoad  to  marker  developments  and  the  potential  for  an  acote  need  for 
li^idity. 

Fiaallj,  %«e  %oald  like  to  offer  some  technical  conments  on  the  lanfoat* 
proposed  in  Sections  512  and  513.   Ihey  are  •»   follows: 

1.  Partial  Financing:   Section  513(a)  of  the  bill  would  a«ke  an 
amendment  to  the  Federal  Xatioaal  Mortgage  Association  Act  (the  FUNA 
Charter  Act)  to  give  FX!fA  the  authority  to  purchase  second  mortgages 
on  a  residence  the  improvement  of  vhich  vas  financed  in  uhole  or  in 
part  by  such  mortgage.   The  Mortgage  Corporation's  Charter  Act  does' 
not  now  contain  the  "in  the  whole  or  in  part**  language.  Rather,  our 
Charter  Act  permits  the  purchase  only  of  a  loan  **the  proceeds  of 
which  are  intended  to  finance  the  rehabilitation**,  etc.,  of  property 
(Section  302(h)).. 

In  essence,  we  believe  that  the  language  setting  forth  the  FNMA 
and  the  Mortgage  Corporation  authority  in  this  regard  should  be  the 
same.   In  order  to  maintain  parity.  Section  302(h)  of  our  Charter  Act 
should  be  amended  by  inserting  **in  whole  or  in  part**  after  ** finance.** 

2.  "Seconds'*  vs.  More  Subordinate  Liens:   Section  513(b)(1)  of  the 
bill  refers  to  financing,  in  a  **secondary**  manner,  the  purchase  of  a 
home,   this  provision  could  be  read  to  preclude  the  purchase  of  third 
or  fourth  mortgages,  %fhich  are  becoming  frequent  vehicles  for  home 
finance.   If  this  provision  is  intended  to  limit  the  Mortgage 

/    Corporation  to  purchase  of  seconds  only,  we  would  suggest  that  risk 
management  is  adequately  addressed  by  the  maximum  total  financing-to- 
value  ratio,  rather  than  whether  the  junior  lien  is  in  a  second  posi- 
tion, third,  or  otherwise.   If  the  limitation  is  not  intended,  we 
suggest  that  *' junior"  or  "subordinate"  might  be  a  more  appropriate 
term. 

3.  Inconsistent  Limits:   Section  513(b)(2)  of  the  bill  would  impose 
a  $60,000  limit  on  a  2-4  family  residence  for  the  Mortgage 
Corporation.   By  contrast,  Section  513(a)  would  impose  a  $60,000 
limit  on  a  2-family  residence  for  FNMA.   Again,  we  oppose  any  limits 
here,  but  any  limits  which  may  be  imposed  should  be  consistent  for 
both  FNMA  and  the  Mortgage  Corporation. 

In  conclusion,  Mr.  Chairman,  %#e  at  the  Mortgage  Corporation  look  forward 
to  working  with  you  to  further  serve  the  housing  needs  of  the  nation's 
citizens. 

Sincerely, 


^^^ 


Philip  R.    Brinkerhoff 
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[The  following  written  questions  were  submitted  by  Chairman 
Gonzalez  to  the  panelists,  Mr.  Maxwell,  Mr.  Taylor,  and  Mr. 
Waldo,  and  appear  with  their  responses.  Also  included  is  a  re- 
sponse from  Mr.  Maxwell  to  a  question  posed  by  Congressman 
Vento  earlier  in  the  hearing.] 

Questions  Submitted  to  Mr.  Maxwell 

Question  1.  You  mentioned  that  Fannie  Mae  is  completing  design  of  a  mortgage 
instrument  which  combines  the  features  of  a  graduated  payment  and  adjustable 
rate  mortgage.  It  is  my  understanding  that  the  Secretary  of  HUD's  approval  is  nec- 
essary in  order  for  Fannie  Mae  to  undertake  new  programs  such  as  this  one.  Will 
you  be  submitting  this  proposal  to  the  HUD  Secretary  in  the  near  future? 

Answer.  FNMA's  purchase  of  mortgages  combining  aciljustable  rate  mortgages 
with  graduated  payment  features  began  shortly  after  the  announcement  of  our  ad- 
justable rate  program  in  July  1981.  Initially,  these  graduated  payment  ac^ustable 
rate  loans  were  purchased  under  specially  negotiated  commitments.  We  recently  an- 
nounced three  standard  graduated  payment  plans  which  supplement  the  eight  regu- 
lar adjustable  rate  loan  plans  begun  last  July.  FNMA  thus  provides  a  market  for  a 
variety  of  these  loans,  which  we  believe  are  a  needed  response  to  the  demand  for 
affordability  under  current  economic  conditions.  The  graduated  payment  feature  of 
our  adjustable  rate  loans  also  provides  a  greater  degree  of  certainty  in  the  borrow- 
er's mortgage  payments  during  the  early  years  of  the  loan. 

These  loans  are  purchased  under  FNMA's  1-4  family  conventional  loan  program, 
which  was  approved  by  the  Secretary  of  HUD  under  section  302(bX2)  of  the  FNMA 
Charter  Act.  We  do  not  consider  our  purchase  of  conventional  mortgages  with  a 
graduated  payment  feature  to  be  a  new  "program"  requiring  the  prior  approval  of 
the  Secretary  of  HUD  under  the  HUD  regulations  governing  FNMA's  operations. 

Question  2.  You  briefly  note  in  your  testimony  a  number  of  innovative  approaches 
that  Fannie  Mae  has  taken  to  fund  housing  while  at  the  same  time  improve  your 
financial  position.  Could  you  provide  for  the  Committee  some  greater  detail  as  to 
these  new  programs,  and  now  their  level  of  activities  compares  with  the  other  more 
traditional  purchase  programs  offered  by  Fannie  Mae? 

Answer.  During  1981,  FNMA  introduced  the  following  new  purchase  plans  and 
other  secondary  market  initiatives: 

1.  Adjustable  rate  mortgages  (ARM*s).— Are  home  loans  on  which  the  interest  rate 
is  adjusted  periodically  according  to  a  selected  interest  rate  index  such  as  the  rate 
on  a  specified  Government  security.  FNMA  currently  purchases  ARM's  under  eight 
different  plans.  Table  A  shows  the  most  important  features  of  these  plans. 

Recently,  FNMA  has  developed  three  variations  of  these  ac^ustable  rate  loans 
which  incorporate  graduated  payment  features.  Under  the  FNMA  graduated  pay- 
ment adiustable  rate  loan  plans,  the  borrower's  initial  monthly  payment  is  based  on 
a  formula  that  limits  each  annual  payment  increase  to  7  ¥2  percent  during  the  ini- 
tial period  for  which  the  interest  rate  is  fixed.  This  permiU  a  comparatively  low 
initial  payment  and  results  in  a  scheduled  increase  in  the  unpaid  principal  balance 
until  the  initial  interest  rate  is  changed.  At  the  time  of  the  first  change  in  interest 
rate  the  borrower  can  elect  to  again  limit  monthly  payment  increases  to  7  V4  percent 
per  year  during  the  second  adjustment  period,  subject  to  an  overall  limit  on  unpaid 
principal  of  125  percent  of  the  original  loan  amount.  This  affords  the  borrower  an 
additional  element  of  protection  against  severe  monthly  payment  increases  if  inter- 
est rates  increase  when  the  initial  note  rate  is  subject  to  change. 

FNMA  also  purchases  ARM's  (including  graduated  payment  ARM's)  that  have  dif- 
ferent loan  characteristics  from  those  shown  on  teble  A,  under  special  negotiated 
transactions.  Through  March  31,  1982,  FNMA  had  issued  $3.2  billion  of  commit- 
ments to  purchase  ARM's  and  had  purchased  $400  million  of  such  mortgages  (in- 
cluding mortgages  purchased  under  special  negotiated  transactions).  We  are  the 
only  secondary  market  institution  actually  providing  a  market  for  the  many  va- 
rieties of  arm's,  and  have  thus  played  a  pivotel  role  in  permitting  builders  to  move 
inventories  of  unsold  homes  and  enabling  homeowners  to  sell  their  homes. 

2.  Conventional  mortgage-backed  securities.— Are  passthrough  trust  certificates 
issued  by  FNMA  that  represent  an  interest  in  a  pool  of  conventional  mortgages. 
FNMA  guarantees  timely  payment  of  scheduled  monthly  instollments  of  principal 
and  interest  to  certificate  holders.  The  first  public  underwritten  offering  of  such  se- 
curities ($250.9  million)  was  made  in  December  1981  and  a  second  public  offering 
ro^nroximately  $250  million)  will  be  closed  on  April  27,  1982.  In  addition,  through 

31,  1982,  FNMA  has  exchanged  $2.5  billion  in  guaranteed  trust  certificates 
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for  conventional  mortgages  previously  held  by  savings  and  loan  associations.  FNMA 
has  made  commitments  beginning  March  17,  1982,  to  open  this  plan  to  new  loan 
production.  Lenders  are  now  able  to  obtain  forward  commitments  to  deliver  loans 
orisnnated  at  current  interest  rates  for  these  securities.  We  believe  that  this  security 
will  be  one  of  the  principal  sources  of  liquidity  for  the  home  mortgage  market. 

TABLE  A.-SUMMARY  OF  FNMA'5  STANDARD  ARM  PLANS 

Adjustment 
Plan  Interest  rate  index 


Interest  rate  period      Payment  period       Maximum  interest     y^^^^^  p^^^^ 


1  6-month  Treasury  bills,  weekly  auction  aver-  6  months 6  months None /Va  percent. 

age  rate. 

2  Same  as  plan  1 6  months 3  years None None. 

3  1-year  Treasury  securities  (adjusted  constant  1  year 1  year None 7V^  percent. 

maturities),  weekly  average  yield. 

4  3-year  Treasury  securities  (adjusted  constant  30  months 30  months None 18%  percent 

maturities),  weekly  average  yield. 

5  Same  as  plan  4 30  months 30  months 5  percent None. 

6  5-year  Treasury  securities  (adjusted  constant  5  years 5  years None None. 

maturities),  weekly  average  yield. 

7  FHLBB  average  contract  rate,  purchase  of  1  year 1  year None None. 

previously  occupied  homes. 

8  Same  as  plan  7 1  year 1  year 2  percent None. 

S.  Second  mortgages.— On  September  10,  1981,  the  Secretary  of  HUD  approved 
FNMA's  purchase  of  second  mortgage  loans.  These  loans  are  purchase  money,  home 
improvement  and  home  equity  loans.  FNMA  generally  limits  its  purchases  of  second 
mortgages  to  those  in  which  the  unpaid  principal  balance  plus  the  unpaid  principal 
balance  of  the  first  mortgage  does  not  exceed  80  percent  of  the  value  of  the  mort- 
gaged property,  in  amounts  up  to  the  statutory  limit  of  $107,000.  Through  March  31, 
19o2,  FNMA  has  issued  $347  million  of  mandatory  commitments  to  purchase  second 
mortgage  participations  and  has  purchased  $275  million  of  such  mortgages.  The 
average  outstanding  balance  of  the  second  mortgages  in  which  FNMA  has  pur- 
chased interests  is  $20,600. 

4.  Participation  purchases.— In  June  1981,  FNMA  expanded  a  special  program  for 
the  purchase  of  participations  in  urban  area  loans  into  a  nationwide  participation 
purchase  program.  Under  the  program,  FNMA  purchases  a  50  to  95  percent  interest 
m  a  pool  of  loans.  This  program  utilizes  a  standardized  participation  agreement, 
streamlined  underwriting  and  purchase  procedures  and  simplified  accounting  re- 
ports. The  program  offers  rapid  liquidity  to  lenders  and  has  been  particularly  well 
received  by  savings  and  loan  associations,  most  of  whom  have  broad  experience  in 
the  purchase  and  sale  of  participations.  This  program  is  a  msgor  part  of  our  efforts 
to  increase  the  volume  of  business  with  thrift  institutions. 

As  of  March  31,  1982,  FNMA  has  purchased  $935  million  of  participations  in  fixed 
rate  first  mortgage  loans.  (Participations  in  ARMs  and  second  mortgages  are  includ- 
ed in  the  purchase  totals  shown  for  those  instruments  in  paragraplis  1  and  3  above.) 

5.  Buydown  mortgages.-ln  1981  FNMA  began  purchasmg  buydown  mortgages," 
under  which  a  lump  sum  is  paid  at  the  time  of  settlement  (by  the  builder,  home 
seller  or  a  member  of  the  buyer's  family)  to  reduce  the  borrower's  monthly  install- 
ment (and  effective  rate  of  interest)  for  a  period  of  one  to  ten  years.  This  initiative 
directly  responds  to  the  difficulty  borrowers  experience  in  qualifying  for  needed  fi- 
nancing and  has  proven  to  be  very  popular  with  home  buyers  and  the  real  estate 
industry  alike.  Buydowns  can  be  used  with  both  fixed  rate  and  adjustable  rate  mort- 


6.  '^Resale/refinance''  morteqg^. — FNMA  Resale/Refinance  plan  makes  it  possible 
for  homeowners  who  are  FNMA  mortgagors  to  sell  their  homes  or  use  their  equity 
to  make  needed  improvements  and  repairs.  This  plan  is  expected  to  improve  the 
yield  on  older,  relatively  low  yielding  loans  in  our  portfolio.  The  homeowner  or 
home  purchaser  is  offered  a  conventional  loan  with  a  'blended"  rate  which  is  below 
market.  This  innovative  approach  has  been  very  attractive  to  those  wishing  to  refi- 
nance their  existing  loans  or  finance  the  sale  of  their  homes.  As  of  March  31,  1982, 
FNMA  has  purchased  $1.4  billion  in  new  loans  that  replaced  $684  million  in  portfo- 
lio loans. 
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7,  Mandatory  commitments.— Fl^MA  introduced  mandatory  delivery  commitments 
in  1981  as  an  alternative  to  the  exclusive  reliance  on  optional  delivery  commit- 
ments. Optional  commitments  tend  to  be  expensive  since  they  must  include  an  "in- 
surance premium"  against  the  risk  of  rising  interest  rates.  Mandatory  commitments 
cost  the  lender  less  and  enable  FNMA  to  better  match  the  yield  it  requires  with  its 
cost  of  funds.  We  will  continue  to  offer  optional  commitments  but  we  expect  the 
greater  share  of  future  loan  deliveries  to  be  made  against  mandatory  commitments. 

Table  B  shows  commitments  and  purchases  of  ARMs  (including  graduated  pay- 
ment instruments),  second  mortgages  and  other  new  activity  compared  with  the  ac- 
tivity under  FNMA's  traditional  purchase  programs. 

TABLE  B.-RECENT  FNMA  COMMITMENT  AND  PURCHASE  ACTIVITY 

[Inr 


FNNIA  activity 


1981         1982*         1981         1982> 


ARM'S $1,250     $1,950  $106  $335 

Second  mortgage  participations 213  134  176  99 

First  mortgage  participations 752  248  717  218 

Resale/refinance 1.722  323  1,146  270 

Conventional  wfwte  loans  (mandatory  commitments) '      540  316  367  335 

FHA/VA  whole  loans  (mandatory  commitments) 595  131  563  120 

(conventional  wfwte  loans  (optional  commitments) « 1.863  62  1.314  75 

FHA/VA  whote  loans  (optional  commitments) « 2.376  96  1,723  53 

Ottier  negotiated  transactions 20  65 1  47 

Total 9.331       3.325       6,113       1.552 

*  lamwy  to  Mir.  31.  1982 

'  Represents  activity  under  FNNIA's  traditional  purchase  programi 

Question  3.  I  think  we  ought  to  make  clear  for  the  record  just  what  the  disame- 
ment  has  been  between  the  Committee  and  Fannie  Mae  with  regard  to  issue  ofiiow 
the  statutory  mortgage  limits  apply  to  the  purchase  of  a  participation  interest  in  a 
mortgage. 

I  think  it  ought  to  be  made  clear  that  the  Congress  has  never  explicitly  oonflid- 
ered  how  the  limits  should  apply  to  participations.  At  the  time  the  limits  were  imt 
into  place,  Fannie  Mae  was  only  purchasing  whole  loans.  I  have  been  on  this  Com- 
mittee for  20  years,  and  to  my  knowledge  this  issue  was  never  addressed. 

Moreover,  the  possible  interpretation  vou  have  suggested  would  represent  a 
rather  dramatic  shift  in  the  policv  that  the  Congress  has  always  adopted  towardi 
Fannie  Mae.  So  for  these  reasons  I  believe  it  is  important  that  the  Congress  square- 
ly consider  this  issue  and  resolve  it.  I  am  glad  to  hear  from  you  that  you  agree  with 
me  on  that. 

However,  we  do  seem  to  disagree  as  to  the  substcuice  on  this  issue.  In  the  put,  the 
Congress  has  imposed  mortgage  purchase  limits  on  Fannie  Mae  on  the  basis  that 
since  Fannie  Mae  receives  considerable  Federal  benefits,  it  should  direct  its  activi- 
ties towards  supporting  the  middle  segment  of  the  housing  market  Whv  should  a 
Federally-associated  entity  devote  its  resources  towards  supporting  $800,000  homeii? 

Answer.  We  agree  with  the  Subcommittee  that  this  point  was  never  discussed  or 
considered  explicitly  in  the  early  Congressional  debate  over  FNMA's  authority  to 
buy  conventional  mortgages  and  thus  may  be  subject  to  different  interpretations.  Ai 
we  advised  the  Subcommittee,  in  deference  to  the  Subcommittee's  view  of  this  provi- 
sion, we  will  not  purchase  participation  interests  in  loans  that  exceed  our  statutoiy 
limit  until  the  Congress  acts  or  declines  to  act  on  this  matter. 

In  our  view,  there  are  sound  business  and  policy  arguments  supporting  the  < 
plete  removal  of  all  mortga^  limitations. 

Whether  or  not  the  existing  loan  limitations  provision  is  retained,  we  do  not  c 

sider  its  application  to  the  portion  FNMA  purchases  on  a  participation  faaiis  to 
result  in  a  clramatic  shift  of  policy.  FNMA  will  in  any  event  continue  to  support  low 
and  moderate  income  housing  and  FHA/VA  mortgages.  The  removal  of  mort^egiv 
limits  or  the  authority  to  purchase  participation  interests  of  up  to  tiM  ttatitoy 
amounts  would  permit  FNMA  to  serve  a  greater  portion  of  the  market  in  hi|^itr 
cost  areas,  but  would  not  do  so  at  the  expense  of  the  lower  end  of  the  market  wnere 
the  greatest  share  of  FNMA's  business  lies.  Since  most  loan  participjstion  sales  to 
FNMA  result  in  FNMA  purchasing  a  90  percent  or  greater  interest  in  the  relat*  ' 
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loan,  the  impact  of  these  limitations,  while  significant  in  high  cost  markets,  is  not 
dramatic  from  a  national  perspective  and  will  not  affect  FNMA's  ability  to  support 
the  market  as  a  whole.  Indeed,  we  believe  the  increased  earnings  produced  by  a 
complete  removal  of  the  loan  limits  would  improve  FNMA's  capacity  to  purchase 
loans  of  all  amounts. 

We  believe  that  it  is  of  the  utmost  importance  for  FNMA  to  maxmize  its  pur- 
chases of  mortgages  at  current  market  yields  in  order  to  increase  the  average  net 
yield  on  our  mortgage  portfolio.  As  of  the  end  of  1981  that  average  net  yield  was 
9.85  percent  while  our  average  cost  of  debt  was  11.42  percent.  Our  purchase  activity 
over  the  year  permitted  us  to  raise  the  average  portfolio  yield  by  61  basis  points, 
from  9.24  percent.  The  negative  yield  on  FNMA's  portfolio  resulted  in  1981  net 
losses  in  excess  of  $190  million.  Our  responsibilitv  to  the  home  buying  public  look- 
ing for  sources  of  housing  finance  as  well  as  to  FNMA's  shareholders  and  creditors 
make  it  imperative  that  we  take  all  possible  steps  to  return  the  portfolio  to  a  posi- 
tive yield  situation  as  soon  as  possible. 

We  also  believe  the  data  clearly  support  the  view  that  increasing  this  potential 
source  of  mortgages  available  for  purchase  does  not  imply  any  reduction  whatsoever 
in  FNMA's  support  of  the  lower-priced  portion  of  the  housing  market.  Figures  made 
available  by  the  National  Association  of  realtors  show  that  the  median  price  of 
homes  sold  in  November  1981  was  $66,200,  that  54.6  percent  of  November  home 
sales  were  at  prices  below  $70,000  and  that  almost  one-third  of  such  sales  were 
below  $50,000.  Sales  figures  for  1980  show  a  similar  distribution.  As  a  result  of  this 
market  distribution,  FNMA  has  a  strong  economic  incentive  to  support  the  lower 
portion  of  the  market  very  actively.  We  are,  of  course,  committed  as  a  matter  of 
statute  and  policy  to  support  of  the  lower-  and  moderate-income  housing  market. 

Question  4-  You  indicate  that  no  restrictions  should  be  placed  on  Fannie  Mae's 
second  mortgage  purchase  activities  in  order  to  provide  the  most  support  to  savings 
and  loans  and  other  primary  lenders.  It  is  my  impression  that  most  of  tfa«  second 
mortgage  lending  is  done  by  finance  companies.  Could  you  provide  the  Committee 
with  some  additional  data  on  the  type  of  lending  institutions  which  have  sold  second 
mortgages  to  Fannie  Mae?  Also,  do  you  have  any  data  as  to  the  extent  to  which 
S.  &  L.  s  are  involved  in  the  second  mortgage  business? 

Answer.  FNMA's  second  mortgage  investments  to  date  consist  of  participations  in 
second  mortgage  loans,  and  we  expect  to  introduce  a  program  for  the  purchase  of 
whole  loans  by  the  end  of  May.  Through  March  31,  1982,  FNMA  had  issued  manda- 
tory commitments  to  purchase  $347  million  of  second  mortgages  from  originating 
lenders.  This  total  is  composed  or  $171  million  from  savings  and  loan  associations, 
$65.3  million  from  commercial  bcmks,  $63.1  million  from  consumer  finance  compa- 
nies and  $47.6  million  from  mortgage  companies.  Savings  and  loan  associations  thus 
constitute  by  far  the  largest  source  of  FNMA's  second  mortgage  activity. 

The  Federal  Home  Ixxui  Bank  Board  has  advised  us  that  its  preliminary  report  of 
loans  held  by  savings  and  loan  associations  at  year-end  1981  shows  that  these  lend- 
ers held  over  $1  billion  of  second  mortgages  (excluding  seconds  on  properties  for 
which  the  S.  &  L.  also  holds  the  first  mortgage).  We  have  approved  24  savings  and 
loans  as  sellers  of  second  mortgages  to  FNMA  and  we  believe  that  these  institutions 
will  become  increasingly  active  in  this  market. 

We  have  attempted  to  secure  additional  data  concerning  the  sources  of  second 
mortgage  lending  in  the  United  States  from  trade  associations  and  knowledgeable 
regulators,  but  we  were  unable  to  obtain  more  complete  information. 

Question  5.  You  note  that  the  dollar  limits  imposed  on  purchase  money  second 
mortga^^  in  H.R.  5731  are  too  low  in  your  opinion  to  assist  in  home  sales  in  certain 
areas.  Would  you  propose  that  separate  limits  be  set  for  home  improvement  loans 
and  purchase  monev  mortgages,  and  if  so,  what  different  dollar  limits  should  be  set? 

Answer.  H.R.  5731  would  restrict  FNMA's  authority  to  purchase  second  mort- 
gages from  savinm  and  loan  associations  and  other  primary  lenders.  Currently, 
under  its  charter  FNMA  has  the  authority  to  purchase  either  first  or  second  mort- 
gages, or  the  sum  of  both,  in  an  amount  up  to  the  statutory  ceiling— $107,000  for  a 
single  family  home. 

The  proposed  lazislation  would  limit  FNMA's  authority  to  purchase  second  mort- 
gages to  $40,000  for  a  single  family  home  and  $60,000  for  a  two-family  home.  It 
would  also  prohibit  FNMA  from  purchasing  second  mortgages  unless  the  individual 
or  family  used  the  funds  acquired  through  the  second  mortgage  to  improve  the 
home,  or  buy  another  one. 

These  provisions  stem  from  a  concern  that  FNMA's  second  mortgage  activities  are 
somehow  inconsistent  with  the  portion  of  its  Congressional  mandate  to  help  provide 
adequate  housing  for  low  and  moderate  income  families.  Quite  the  contrary,  we  be- 
lieve that  our  actions  are  not  only  consistent  with  our  Charter,  but  are  essential  if 
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FNMA  is  to  fulfill  its  overall  Congressional  mandate  to  provide  a  secondary  market 
for  housing  in  America,  including  low  and  moderate  income  housing. 

Our  program  of  purchasing  second  mortgages  helps  the  housing  market,  is  attrac- 
tive to  home  owners  and  savings  and  loan  associations,  and  provides  FNMA  with  a 
source  of  funds  to  narrow  the  adverse  spreads  that  have  produced  our  current 
losses. 

We  also  believe  that  this  Committee  should  not  require  that  money  from  second 
mortgages  be  used  to  improve  or  buy  homes  in  order  to  make  such  mortgage  eligi- 
ble for  purchase  by  FNMA  in  the  secondary  market.  No  such  restriction  limits  sav- 
ings and  loan  associations  and  other  primary  lenders,  and  FNMA  should  be  in  a 
position  to  support  them. 

Other  strong  public  arguments  support  our  position.  For  FNMA  to  try  to  restrict 
every  American  homeowner  whose  second  mortgage  it  holds  to  use  the  funds  from 
that  mortgage  only  for  home  improvements  or  a  home  purchase  would  require  a  bu- 
reaucracy of  enormous  proportions.  We  would  need  auditors,  accountants,  investiga- 
tors, and  a  host  of  additional  personnel  to  make  sure  that  the  money  was  used  to  fix 
the  roof,  rather  than  send  a  son  or  daughter  to  medical  school,  pay  for  a  sick 
mother  in  a  nursing  home,  or  help  a  small  businessman  through  a  recession.  How 
would  we  trace  the  funds?  Even  if  the  Congress  wanted  FNMA  or  the  primary 
lender  to  establish  such  a  bureaucratic  apparatus,  is  it  fair  to  the  American  citizen 
who  has  put  his  life  savings  in  his  home,  not  to  be  able  to  take  advantage  of  this 
investment  to  send  a  talented  child  through  college,  or  after  retirement  just  take  a 
vacation  the  family  had  planned  during  their  working  years? 

The  cost  of  policing  this  restriction  itself  will  ultimately  be  borne  by  the  Ameri- 
can homeowner.  The  restriction  itself  could  have  the  unintended  result  of  discourag- 
ing some  Americans  from  investing  in  their  own  homes  if  their  savings  were  to  ac- 
cumulate in  an  equity  they  could  not  use. 

From  the  borrower's  point  of  view,  a  $40,000  limit  on  purchase  money  or  home 
improvement  loans  would  be  quite  restrictive  under  current  market  conditions. 
Many  home  sale  transactions  are  financed  with  second  purchase  money  mortgages 
and  an  assumption  of  the  first  mortgage.  Many  homeowners  desire  to  make  substan- 
tial improvements  to  their  homes  to  avoid  the  high  costs  of  purchasing  a  new  house. 
To  the  extent  that  the  secondary  market  will  be  relied  upon  to  provide  home  mort- 
gage financing,  the  imposition  of  an  artificial  limit  such  as  $40,000  will  only  penal- 
ize these  borrowers.  In  sum,  we  see  no  benefit  in  such  limitations  and  consider  them 
detrimental  to  the  interests  of  the  secondary  mortgage  market,  including  borrowers 
seeking  funds  from  this  market. 

Question  6.  You  have  stated  that  it  is  Fannie  Mae's  intention  to  continue  to  pro- 
vide the  necessary  support  for  FHA  and  VA  mortgages.  Yet  the  budget  documents 
which  you  relayed  to  HUD  as  a  backup  to  the  budget  statement  on  Fannie  Mae  pub- 
lished in  the  fiscal  year  1983  budget  show  a  marked  decrease  in  FHA  and  VA  pur- 
chases from  $3,545  billion  in  fiscal  year  1982  to  $2.5  billion  in  1983  and  to  $1.95  bil- 
lion in  1984.  At  the  same  time,  the  documents  show  a  projection  of  a  marked  in- 
crease in  the  purchase  of  conventional  loans  during  1983  and  1984.  For  what  rea- 
sons are  you  showing  such  a  significant  decrease  in  FHA  and  VA  purchases  and  a 
significant  increase  in  conventional  morgage  purchases?  If  these  figures  are  no 
longer  accurate,  what  are  your  current  projected  plans  regarding  mortgage  pur- 
chases for  those  years? 

Answer.  FNMA's  volume  of  FHA/VA  purchases,  and  market  share  in  1982  and 
thereafter  reflect  market  forces  affecting  the  FHA/VA  market  as  a  whole.  Perhaps 
the  most  significant  factor  is  the  sharp  decline  of  the  long-term  fixed  rate  mortgage 
loan  in  the  market,  as  investors  shun  any  instrument  not  affording  protection 
against  frequent,  adverse  interest  rate  changes.  In  FNMA's  recent  experience,  liiere 
has  been  a  marked  shift  to  adjustable  rate  instruments  or  short-term  "balloon" 
loems.  As  a  long-term,  fixed  rate  locm,  the  FHA/VA  mortgage  suffers  from  a  severe 
competitive  disadvantage  in  this  market.  FNMA  loan  purchase  experience  in  the 
past  six  months  ending  March  31,  1982  suggests  that  the  fiscal  year  1982  estimate 
given  to  HUD  is  no  longer  realistic.  During  this  period,  we  have  purchased  $670.5 
million  of  FHA/VA  mortgages.  For  calendar  year  1982,  we  now  estimate  a  total  of 
$900  million  of  FHA/VA  mortgage  purchases.  Of  this  total,  $173  million  represents 
FHA/VA  loan  purchases  to  date  (January  1,  1982-March  31,  1982).  We  project 
FNMA  FHA/VA  purchases  of  $2  billion  in  1983  and  $2.6  billion  in  1984. 

Other  factors  affecting  FNMA's  FHA/VA  purchases,  in  addition  to  investors'  fear 
of  long-term  fixed  rate  instruments,  are:  market  interest  rate  movements;  operation- 
al changes,  particularly  the  trend  toward  mandatory  commitments;  and  the  fact 
that  FNMA  cannot  always  compete  with  the  government  guaranty  supporting  the 
GNMA  security.  Yield  spread  shifts  in  the  capital  markets  have  made  it  increasing- 
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ly  difficult  for  FNMA  to  compete  against  the  GNMA  security  prices.  There  is  a 
clear  trend  toward  narrower  spreads  between  GNMA  yields  and  FNMA  borrowing 
costs  which  is  making  it  more  difficult  fo  FNMA  to  compete  for  FHA/VA  produc- 
tion. 

There  is  another  competitive  reason  for  a  shift  in  FNMA's  FHA/VA  purchases. 
Mortgage  bankers  traditionally  used  optional  delivery  commitments  as  a  hedge  or 
insurance  policy.  They  would  purchase  FNMA  commitments  even  if  they  intended 
to  channel  production  to  GNMA  securities.  This  enabled  them  to  postpone  taking  a 
mandatory  delivery  commitment  for  a  GNMA  security  until  they  were  close  to  de- 
livery. At  that  point  they  would  compare  the  yield  required  under  their  FNMA  op- 
tioned commitment  with  current  yield  requirements  for  GNMA  securities.  If  interest 
rates  had  been  rising,  they  would  find  the  FNMA  yield  to  be  better  and  could  deliv- 
er whole  loans  to  FNMA  rather  than  GNMA  securities  to  Wall  Street. 

During  the  period  from  1978  through  1981,  interest  rates  generally  were  rising. 
Thus,  more  often  than  not,  FNMA's  optional  yield  resulted  in  a  better  price  to  the 
originator  than  he  could  obtain  in  the  current  GNMA  market  at  delivery  time.  As  a 
result,  FNMA  purchased  many  loans  as  yields  that  were  below  the  current  market. 

FNMA's  introduction  of  mandatory  delivery  commitments  has  discouraged  the 
speculative  use  of  optional  commitments  and  the  interest  rate  risk  is  now  being 
more  fairly  distributed  among  FNMA,  the  mortgage  banker  and  the  borrower.  As  a 
result,  FNMA  no  longer  expects  to  encounter  surges  of  purchases  every  time  inter- 
est rates  rise  and  FNMA's  market  share  of  FHA/VA  production  is  expected  to 
return  to  the  levels  it  experienced  in  the  relatively  stable  interest  rate  years  of  1976 
and  1977.  Our  projection  of  FHA/VA  actvity  is  based  on  the  above  factors  and  does 
not  in  anv  way  indicate  an  intention  to  reduce  our  support  to  the  FHA/VA  market. 

FNMA  s  share  of  conventinal  loans  is  expected  to  increase  in  1982.  In  part,  this 
increase  is  simply  definitional.  FNMA's  purchases  have  historically  been  closely  tied 
with  new  loan  originations.  Because  of  the  dislocations  in  the  mortgage  market,  pri- 
marily the  problems  experienced  by  thrift  institutions,  FNMA  expects  to  purchase  a 
substantial  amount  of  older  conventional  loans  which  will  be  sold  from  thrift  insti- 
tutions' portfolios.  These  loans,  which  are  not  directly  related  to  new  loan  origina- 
tions, artificially  increase  a  market  share  calculated  by  dividing  FNMA  purchases 
by  total  originations. 

Second,  thrift  institutions,  which  have  historically  been  the  major  net  investor  in 
mortgage  loans,  are  faced  with  the  need  to  alter  their  method  of  doing  business. 
Many  institutions  are  undertaking  operations  more  akin  to  mortgage  banking  than 
their  historical  pattern  of  buy  and  hold.  For  this  reason,  FNMA  expects  that  thrift 
institutions  will  originate  more  loans  for  sale  to  the  secondary  market.  We  are  ac- 
tively seeking  to  increase  our  business  with  thrift  institutions  as  they  change 
toward  greater  secondary  mortgage  market  activity.  Since  these  institutions  gener- 
ally originate  conventional  loans,  FNMA's  assistance  in  providing  a  secondary 
market  outlet  for  their  loan  production  would  be  reflected  in  increased  conventional 
loan  purchases  by  FNMA. 

In  conclusion,  there  are  many  market  forces  at  work  shaping  the  volume  of 
FNMA's  FHA/VA  mortgage  purchases.  We  do  not  control  these  forces  and  have  no 
policy  to  discourage  the  sale  of  FHA/VA  loans  to  FNMA.  For  the  reasons  stated,  we 
believe  that  FNMA's  recent  FHA/VA  activity  is  affected  adversely  current  market 
conditions.  FNMA  will  continue  to  provide  liquidity  to  the  FHA/VA  market,  with 
substantial  purchases  projected  for  the  future  in  volumes  to  be  determined  by 
market  conditions. 

Response  of  Mr.  Maxwell  to  Previous  Question  of  Congressman  Vento 

Question.  How  do  you  answer  criticism  leveled  with  respect  to  manufactured 
houses?  How  do  you  answer  critics  in  that  arena? 

Answer.  Manufactured  housing  has  been  considered  a  more  risky  investment  than 
other  mortgages.  To  minimize  this  risk,  FNMA  has  taken  several  precautionary 
steps. 

Although  subsection  302(bX4)  authorizes  FNMA  to  purchase  loans  secured  by 
"mortgages  or  other  liens  against  manufactured  housing"  (chattel  paper),  FNMA 
has  made  loans  secured  by  manufactured  housing  only  when  it  is  classified  as  real 
property. 

FNMA  underwrites  the  creditworthiness  of  a  borrower  under  a  manufactured 
housing  loan  exactly  as  it  would  for  the  purchase  of  a  "stick-built"  dwelling.  We 
generally  look  for  a  monthly  housing  expense  to  be  no  more  than  28  percent  of  the 
borrower's  gross  income,  with  total  obligations  (debts  with  more  than  10  months  to 
pay),  including  the  mortgage  payment,  not  exceeding  36  percent  of  the  borrower's 
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gross  monthly  income.  Additionally,  we  review  for  a  history  of  steady  employment, 
consistent  income,  cash  reserves,  and  credit  history. 

In  appraising  manufacured  housing,  we  ask  that  the  seller/servicer  provide  us 
with  our  standard  FNMA/FHLMC  appraisal  form.  We  review  this  for  marketability 
based  on  comparable  sales  in  the  market  area.  We  consider  the  amenities,  quality  of 
construction,  and  design  as  it  relates  to  other  comparables. 

A  unit  manufactured  as  a  mobile  home  must  be  built  under  the  Federal  Mobile 
Home  Construction  and  Safety  Standards.  This  standard  is  applicable  to  manufac- 
tured housing  units  built  after  June  15,  1976.  Additionally,  the  unit  must  be  perma- 
nently affixed  to  a  foundation.  If  manufactured  as  a  mobile  home,  the  wheels  and 
axles  must  be  removed.  Our  Regional  Offices  are  authorized  to  impose  additional 
requirements  to  address  different  conditions  in  their  market  place.  For  example,  the 
Qiicago  Office  requires  the  unit  to  have  a  pitched  roof.  The  Atlanta  Office  requires 
that  each  unit  be  permanently  affixed  to  land  by  certified  anchors  to  a  4,725  pound 
capacity  and  under-pinned  on  all  sides  of  the  unit  with  a  compatible  exterior  mate- 
rial extending  from  the  bottom  of  the  unit  to  the  ground.  Our  response  to  the  criti- 
cism of  this  product  is  to  rely  on  the  standards  we  apply  to  the  purchase  of  these 
loans,  together  with  the  improved  quality  of  the  manufactured  home  now  available 
on  the  market. 

Questions  Submitted  to  Mr.  Taylor 

Question  l.—ln  your  statement  you  note  that  market  efficiencies  arising  from  the 
Ginnie  Mae  Mortgage-Backed  Securities  Program  reduce  the  cost  of  mortgage  credit 
by  as  much  as  one-half  of  one  percent  to  the  borrower. 

Could  you  elaborate  on  this? 

Answer.  A  number  of  studies  have  concluded  that  the  GNMA  Mortgage-Backed 
Securities  Program  lowers  the  cost  of  mortgage  credit  to  the  consumer.  There  are  at 
least  two  explanations  of  why  this  occurs.  One  explanation  is  that  the  so-called 
''market-ability  premium"  associated  with  the  GNMA  security  has  been  reduced 
over  the  12  years  that  this  program  has  been  in  existence  to  the  point  where  inves- 
tors now  require  50  basis  points  less  in  yield  than  they  would  if  they  purchased 
whole  loans. 

The  second  explanation  is  that  the  existence  of  the  Mortgage-Backed  Securities 
Program  has  brought  a  fundamental  change  in  the  marketplace  over  the  past 
decade.  Segmentation  within  the  overall  capital  market  has  been  reduced  and  this 
has  added  to  the  liquidity  of  the  instrument.  This,  in  turn,  has  tended  to  reduce  the 
yield  requirements  for  the  GNMA  by  about  one-half  of  one  percent. 

The  efficiencies  arise  from  the  pooling  of  the  loans  and  relates  to  servicing,  pay- 
ment and  liquidity  features.  GNMA  investors  do  not  have  to  concern  themselves 
with  servicing  individual  mortgages,  and  pa3rments  due  on  the  loans  in  a  "pool"  are 
passed  through  in  one  check  instead  of  a  number  of  individual  monthly  payments. 
Moreover,  with  the  development  of  an  active  futures  market  in  GNMA's  and  a 
broad  dealer/ investor  network,  these  securities  have  achieved  a  level  of  liquidity  far 
superior  to  that  associated  with  individual  whole  mortgage  loans. 

Question  2. — How  would  you  respond  to  the  Administration's  arguments  that  the 
Ginnie  Mae  Mortgage-Backed  Securities  Program  should  be  eliminated  because  it 
"crowds  out"  other  borrowers  in  the  market? 

Answer.  It  is  difficult  to  find  evidence  among  the  available  statistics  that  prove 
that  GNMA  has  "crowded  out"  other  investors.  On  the  contrary,  there  is  substantial 
evidence  that  direct  Treasury  borrowing  have  crowded  out  all  types  of  credit  seek- 
ers, including  those  that  use  the  GNMA  Mortgage-Backed  Securities  Program. 

There  is  only  one  credit  market  from  which  all  borrowers  obtain  funds.  To  the 
extent  that  anyone  borrows  from  this  credit  pool,  another  borrower  may  not  be  able 
to  obtain  the  funds  it  wants.  Congress  recognized  this  fact  when  it  authorized  the 
GNMA  Mortgage-Backed  Security  Program  in  1968.  Congress  understood  that  if 
homebuyers  were  going  to  obtain  the  credit  they  needed,  they  would  have  to  be  able 
to  compete  in  the  capital  markets.  The  GNMA  program  offers  a  way  for  home- 
buyers  to  compete,  but  it  does  not  assure  them  that  they  will  receive  the  funds  they 
need.  Just  as  most  other  borrowers,  homebuyers  have  to  be  able  to  pay  the  price 
that  the  market  demands.  This  is  true  for  all  participants  in  the  capital  markets 
except  one— the  U.S.  Treasury.  The  U.S.  Treasury  has  the  ability  to  "crowd"  other 
borrowers  out  of  the  market  because  it  is  the  only  borrower  that  is  not  constrained 
by  orice.  The  U.S.  Treasury  will  pay  whatever  the  market  demands  for  the  funds  it 
"*»*  .  Homebuyers  that  use  the  GNMA  program  will  simply  delay  their  home  pur- 
if  the  cost  of  financing  exceeds  their  ability  or  willingness  to  pay. 
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What  is  seldom  mentioned  in  the  ''crowding  out"  curguments  advanced  against  the 
GNMA  program  is  that  GNMA  is  not  the  borrower.  GNMA  securities  are  issued  by 
private  financial  institutions  and  the  funds  raised  go  ultimately  to  the  lower  ana 
moderate  income  consumers  of  housing  that  avail  themselves  of  the  FHA  and  VA 
programs.  Because  individuals  served  by  the  Federal  insurance  and  guarantee  pro- 
grams are  among  those  most  affected  by  high  interest  rates,  they  are  more  likely  to 
be  "crowded  out*  than  other  borrowers. 

Question  S.  You  criticize  GNMA's  proposal  to  revise  its  commitment  fee  structure. 
Apparently,  HUD  is  counting  on  these  higher  fees  to  allow  them  to  better  ration 
commitments  within  an  unrealistically  low  ceiling.  You  say  in  you  statement  that 
you  doubt  this  will  be  the  case  because  lenders  will  pay  the  necessary  fee  and  pass 
those  costs  on  to  the  homebuyer.  Why  is  that  the  case?  Don't  the  lenders  also  have 
the  option  of  selling  these  mortgages  to  Fannie  Mae?  Why  is  it  then  that  they  will 
continue  to  purchase  Ginnie  Mae  commitments? 

Answer.  Although  lenders  do  have  the  option  to  sell  their  loans  to  FNMA,  or  any 
other  secondary  market  purchaser,  the  greater  flexibility  offered  by  the  GNMA 
commitment  make  it  attractive  to  loan  sellers.  There  are  a  number  of  reasons  why 
mortgage  bankers  might  prefer  a  GNMA  commitment  to  a  FNMA  commitment. 
First,  the  fixed  yield  FNMA  commitment  has  a  term  of  4  months,  as  opposed  to  the 
12-month  term  of  the  GNMA  commitment.  Second,  mechanically  it  is  easier  to  de- 
liver loans  through  a  GNMA  mortgage-backed  security  than  it  is  to  deliver  the 
loans  to  FNMA.  Third,  because  the  FNMA  price  is,  in  part,  determined  by  its  own 
cost  of  borrowiiig  and  does  not  always  fully  reflect  market  forces,  the  price  a  seller 
can  obtcdn  for  its  loans  through  the  vast  GNMA  market  will  often  be  higher. 

However,  even  if  the  GNMA  market  price  was  the  same  or  even  lower  at  the  time 
the  mortgagee  sought  a  conmiitment,  it  would  probably  seek  GNMA  commitment 
coverage.  Market  prices  will  vary  during  the  period  that  the  GNMA  commitment  is 
outstanding  and  this  will  afford  the  originator  or  packager  the  opportunity  to  p£dr- 
off  its  contracts  €md  profit  from  certain  interest  rate  movements. 

Because  of  the  need  of  mortgage  bankers  and  others  to  hedge  against  interest  rate 
movements,  my  guess  is  that  both  the  GNMA  and  the  FNMA  commitments  will 
continue  to  be  in  demand.  As  I  stated  in  my  testimony,  the  proposed  higher  cost 
associated  with  the  GNMA  program  will  ultimately  be  passed  on  to  the  homebuyer. 

Questions  SuBMrrrED  to  Mr.  Waldo 

Question  1.  You  suggest  in  your  statement  that  federal  credit  programs  such  as 
the  GNMA  mortgage-backed  securities  program  have  a  disruptive  effect  on  housing 
credit.  I  would  like  you  to  clarify  that  for  the  record.  Also,  are  you  implying  that  if 
the  GNMA  program  were  eliminated  the  private  market  could  immediately  fill  the 
$68  billion  gap  that  would  be  left? 

Answer.  A  GNMA  certificate  is  backed  not  once,  but  twice  by  the  full  faith  and 
credit  of  the  United  States  Government.  The  underlying  loans,  if  insured  by  the 
FHA,  carry  100  percent  federal  insurance  against  losses  on  default,  and  if  guaran- 
teed by  the  Veterans  Administration  are  protected  against  losses  up  to  $27,500.  The 
GNMA  program  requires  loan  originators  to  "pass-through''  all  principal  and  inter- 
est as  received,  and  further  to  advance  all  installments  on  loans  that  may  be  delin- 
auent.  GNMA  unconditionally  guarantees  the  holders  of  GNMA  certificates  against 
default  on  these  obligations  of  originators. 

In  contrast,  investors  in  a  conventional  mortgage-backed  security,  even  though  of 
high  quality  investment  grade,  will  be  protected  only  by  guarantees  issued  by  pri- 
vate sector  entities,  such  as  private  mortgage  insurers,  private  sector  surety  compa- 
nies, FNMA,  FHLMC,  etc.  Naturally  the  full  faith  and  credit  ^arantee  of  the  U.S. 
will  be  preferred  by  investors,  and  so  long  as  there  is  no  limit  imposed  on  the 
amount  of  GNMA  certificates  that  can  be  issued  it  will  be  difficult  for  conventional 
mortgage-backed  securities  to  achieve  their  full  potential.  This  is  particularly  ironic 
in  view  of  the  fact  that  FHLMC's  PCs  trade  at  10  to  30  basis  points  and  the  new 
FNMA  conventional  security  at  50  to  60  basis  points  over  a  typical  GNMA  yield; 
and  other  conventional  mortgage-backed  securities  issued  in  the  illiquid  private 
placement  market  command  only  a  1  percent  yield  differential.  By  contrast,  the  dif- 
ference in  yield  between  a  T-Bond  and  an  AAA  corporate  bond  of  equal  maturity  or 
between  a  GNMA  certificate  and  a  ten  year  T-Bond  will  range  from  1.0  percent  to 
1.2  percent. 

From  the  foregoing,  it  is  clear  that  the  government's  guarantee  in  the  case  of 
GNMA  certificates  does  not  command  the  same  investor  preference  as  it  does  in  the 
case  of  other  government  debt  securities.  Yet  GNMA  certificates,  with  the  full  faith 
and  credit  of  the  United  States  Government  behind  them,  are  Federal  Government 
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securities.  Many  investors  who  buy  GNMA's  are  not  doing  so  to  invest  in  mortgages; 
they  are  doing  so  to  get  an  extremely  high  yield  on  the  safest  investment  in  the 
world — debt  secured  by  the  full  faith  and  credit  of  the  United  States  Government. 
In  1981,  GNMA  issued  $14,257  billion  in  new  certificates.  The  U.S.  Treasury  issued 
$7,745  billion  in  ten-year  bonds.  It  is  easy  to  deduce  that  sooner  or  later  the  ten-year 
T-Bond  yield  will  catch  up  with  the  GNMA  yield;  and  since  the  cost  of  funds  to  the 
United  States  sets  the  bench  mark  for  all  other  debt,  it  is  clear  that  all  borrowers 
will  pay  the  price  for  the  profligate  use  of  Federal  credit  guarantees. 

In  my  full  statement  I  pointed  out  that  70  percent  to  80  percent  of  the  funds  to 
finance  housing  formerly  was  provided  by  portfolio  lenders,  which  in  the  future 
must  come  from  the  general  capital  markets.  Estimates  of  housing's  aggregate  capi- 
tal needs  for  the  next  10  years  range  up  to  $4  trillion.  If  the  only  access  to  the  gen- 
eral capital  markets  is  GNMA  certificates  we  will  have  issued  "government  securi- 
ties" in  amounts  of  3  to  4  times  the  current  national  debt;  yet  these  "government 
securities"  will  not  have  raised  one  dime  to  finance  the  direct  needs  of  the  govern- 
ment. From  this  perspective  it  is  compellingly  clear  that  the  only  feasible  way  of 
financing  housing  in  the  future  is  through  the  private  sector.  Private  alternatives  to 
GNMA  must  be  given  room  to  grow  and  prosper,  and  the  best  way  to  make  that 
room  is  to  give  the  market  place  a  clear  signal  that  GNMA,  in  stages,  will  be  redi- 
rected to  its  original  purpose  of  aiding  those  who  cannot  be  economically  served  by 
the  private  sector. 

We  believe  that  given  the  structure  for  an  easily  marketed  conventional  mort- 
gage-backed security,  the  private  market  would  "fill  the  gap"  left  by  the  withdrawal 
of  GNMA.  The  gap  in  fiscal  year  1982  would  not  be  $68  billion— that  is  GNMA's 
commitment  authorization,  but  the  amount  of  certificates  actually  issued  will  be 
more  in  the  neighborhood  of  $20  billion,  The  annual  need  for  mortgage-backed  secu- 
rities in  the  future,  however,  will  exceed  the  amount  issued  by  GNMA  in  any  previ- 
ous year;  and  as  we  have  said  before,  we  believe  the  private  sector  can  and  will  fill 
that  need,  given  the  appropriate  legal  structure  that  will  allow  conventional  mort- 
gage-backed securities  to  be  easily  and  conventionally  brought  to  market. 

Question  .^.— You  have  indicated  that  you  believe  FHA  and  GNMA  crowd  out  non- 
government sources  of  funds.  You  seem  to  imply  that  redirecting  FHA  to  first-time 
home  buyers  and  inner  city  residents  will  somehow  reduce  this  so-called  crowding 
out.  Could  you  explain  that  further? 

Answer.  The  original  purpose  of  the  FHA  was  to  insure  high-ratio  loans  that 
would  not  have  been  made  under  lending  practices  then  considered  reasonable  and 
prudent.  The  private  mortgage  insurance  industry  picked  up  and  developed  on  this 
theme  from  the  late  '50's  and  early  '60's.  In  the  late  '60's  and  early  '70  s  the  FHA 
shifted  its  emphasis  to  even  higher  risks  involved  in  various  subsidy  programs,  and 
GNMA  was  created  in  1968  to  provide  a  capital  outlet  for  these  sub-marginal  risk 
loans. 

In  the  then  existing  market,  when  portfolio  lenders  furnished  75-80  percent  of  the 
funds  for  housing,  the  presence  of  the  government  programs  had  no  "crowding-out" 
effect.  In  a  typical  year  the  FHA  would  insure  about  11  percent  of  all  loans  orginat- 
ed,  and  GNMA  certificates  would  represent  about  15  percent  of  all  funds  devoted  to 
mortgages.  "Crowding-out"  becomes  a  problem,  however,  when  a  dislocation  occurs 
such  as  is  occurring  now — when  lenders  who  were  previously  portfolio  lenders  are 
forced  to  turn  to  the  capital  markets  and  they  have  no  vehicle  to  do  so  conveniently 
other  than  the  use  of  the  GNMA  program.  Then  "crowding-out"  will  occur,  because 
of  the  inherent  differences  between  the  guarantees  provided  in  a  conventional  mort- 
gage-backed security  and  those  provided  by  GNMA's. 

Redirecting  the  FHA  to  its  original  purpose — helping  those  who  cannot  economi- 
cally be  served  by  the  private  sector — will  reduce  the  "crowding-out"  simply  because 
fewer  FHA  insured  loans  will  be  available  for  inclusion  in  GNMA  pools.  We  esti- 
mate that  fully  80  percent  of  the  FHA's  current  business  would  qualify  for  conven- 
tional financing  with  private  mortgage  insurance.  At  the  same  time,  however,  the 
FHA  would  be  available  to  assist  those  who  do  need  their  help.  We  believe  it  is  es- 
sential that  the  FHA  and  GNMA  programs  remain  available  to  help  in  these  situa- 
tions. 

As  to  where,  specifically,  the  FHA  should  be  "redirected",  I  would  like  to  empha- 
size a  point  made  in  our  previously  submitted  statement. 

We  noted  that  the  Administration's  Budget  recommends  limiting  FHA's  oper- 
ations to  first-time  home  buyers  and  inner  cities.  While  the  redirection  is  commend- 
able and  we  support  the  Administration's  recommendation,  we  do  not  concede  that 
our  industry  is  unable  to  serve  first-time  home  buyers  and  inner  cities.  We  are 
e  in  both  market  areas.  Thirty-six  percent  of  our  insurance  in  1981  involved  5 
down  payments  and  these  were  principally  first-time  home  buyers.  Thirty- 
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ax  percent  of  our  insuranoe  in  1981  represented  127,248  first-time  home  buyers;  yet 
in  ^  of  the  FHA  home  mortgage  insuranoe  programs,  the  agency  in  1981  insured 
17S,052  mortgages.  If  two4hirds  of  these  were  first-time  home  buyers,  our  industry 
■srintrd  more  first-time  home  buyers  in  1981  than  the  FHA. 

Hie  low  down  payment  first-time  home  bu3^r  does  not  represent  a  neglected 
market  According  to  the  Primary  Mortgage  Market  Surrey  of  FHLMC  dated  March 
19,  1962,  the  percentage  of  lenders  offering  95  percent  loans  during  the  week  ending 
March  19  increased  sharply  to  63.4  percent  fitMn  52.5  percent  the  previous  month. 

We  are  pleased  that  our  industry  continues  to  play  a  predominant  role  in  assist- 
ing first-time  home  buyers.  It  is  not  lack  of  a  willing  lender  or  of  a  willing  insurer 
that  prevents  more  first-time  buyers  from  entering  the  market,  however.  It  is  appar- 
mt  that  the  real  villains  are  hi^  interest  rates  and  the  resultant  affbrdabiiity 
proUems  which  continue  to  bar  many  first-time  home  buyers  from  the  market,  re- 
gardless of  the  source  of  their  mortgage  insurance.  These  problems  must  be  ad- 
dressed by  legislation  which  is  now  pending  before  this  Subcommittee  which  would 
help  bridge  the  affordability  gap  through  interest  rate  subsidies. 

Question  3. — You  mention  in  your  testimony  that  there  are  numerous  legislative 
and  regulatory  restrictions  ip^ch  impede  the  access  of  conventional  loans  to  the 
ci^ital  markets.  Could  you  be  more  specific  as  to  what  are  these  impediments  and 
^mhai  proposals  you  have  for  removing  them? 

Answer.  The  impediments  are  basically  three  in  nature. 

1.  Securities  registration  and  state  "Blue  Sky"  requirements  for  conventional 
mortgage-backed  securities  have  not  been  crystalized,  for  the  simple  reason  that 
until  now  there  has  been  no  need  to  do  so.  FNMA*s  and  FHLMCs  securities  will 
enjoy  some  freedom  from  these  regulatory  restrictions,  but  we  believe  the  conven- 
ticmal  mortgage-backed  securities  market  should  encompass  more  than  the  pro- 
grams of  th«e  agencies.  In  1981,  Senator  D'Amato  considered  proposing  a  bill,  copy 
attached,  which  would  have  eliniinated  these  concerns.  Simplification  of  registration 
is  needed  (a)  so  that  conventional  mortgage-backed  securities  can  be  marketed  with 
the  same  facility  as  GNMA  certificates;  and  (b)  to  allow  "conduits"  or  assemblers  of 
loans  for  pooling  to  do  so  without  inordinate  risks  of  having  shifts  in  interest  rates 
impair  the  marketability  of  their  inventory  of  loans. 

2.  The  institutions  which  are  potential  investors  in  these  securities  are  subject  to 
various  regulations  which  make  it  unclear  as  to  whether  investment  in  a  conven- 
tional mortgate-badied  security  would  be  legal.  For  example,  many  state  laws  pro- 
hibit life  insurance  companies  from  investing  in  high  ratio  loans  unless  government 
insured  or  guaranteed.  Until  they  can  be  assured  that  a  conventional  mortgate- 
backed  security  won't  be  construed  as  a  high  ratio  loan  in  disguise  many  life  insur- 
ers will  simply  not  consider  them  as  investments.  Despite  recent  positive  strides, 
such  as  amenchnent  of  ERISA  r^ulations,  questions  still  persist  under  various  state 
laws  and  other  regulations  which  inhibit  many  such  potential  investors  from  buying 
conventional  loans  or  conventional  mortgage-backed  securities.  Sweeping  legislation 
is  needed  to  circumvent  or  supersede  restrictive  laws  and  regulations  that  retard 
such  institution's  investments  in  housing.  Unfortunately  we  have  no  specific  propos- 
al to  furnish  at  this  time. 

3.  Given  a  solution  to  the  previous  matters,  a  large  institution  could  originate  con- 
ventional loans  and  thereafter  create  and  market  conventional  mortgage-backed  se- 
curities. However,  even  large  institutions  have  difficulty  assembling  pools  of  loans 
from  diverse  geographic  areas,  which  may  be  preferable  to  investors.  Loans  assem- 
bled by  such  "conduit"  companies  may  be  subject  to  double  tcucation,  and  until  these 
uncertainties  are  resolved  a  free  market  for  conventional  mortgage-backed  securi- 
ties will  be  inhibited.  This  particular  aspect  will  especially  affect  the  small,  localized 
lenders,  who  are  responsible  for  a  substantial  mcgority  of  all  mortgage  originations. 
They,  particularly,  will  have  difficulty  accessing  the  capital  markets  through  con- 
ventional mortgage-backed  securities.  Ag£un,  we  have  no  specific  proposal  to  offer  at 
this  time,  other  than  to  point  out  that  substantial  research  into  the  tax  laws  and 
regulations  is  required. 
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IN  THE  sr.KJKrrz   of  vhe  u::ited  rT'/rns 


To  exempt  from  the  Secar ivies  Act  c"^  1933 

certain  securities  secured  by  u-^.ois  of  first  liens 

on  single  f airily  horos 


1  De  it  enacted  by  the  Senate  "jndHoiise  ^f  Repjrcscnt.^r^^ 

2  of  the  United  States  of  ;jnerican  in  Congress  assembled, 

3  that  section  3(a)  of  the  Securities  Act  of  1933  is  amended  by  adding 

4  a  new  subsections  (12)  as  follows: 

5  (12)  (A)  Any  securities  issued  by  a  s.-ivinos  and  loan  assoc- 

6  iation,  savings  ban)c,  commercial  ban)(,  or  oMier  lending  institu- 

7  tion  as  described  below,  which  securities  are  secured  by  a  pool 

8  of  first  liens  on  single  parcels  of  real  estate  upon  which  are 

9  located  single  family  dwellings: 

10  (i)  where  such  securiLics  are  issued  by  a  savings  and 

11  loan  association,  sayings  banV:,  commercial  bank,  or  similar 

12  banking  institution  which  is  supervised  and  examined  by  a 

13  Federal  or  State  authority,  or  by  a  mortangee  apj-iroved  by 

14  the  Secretary  of  Housing  and  Urban  Development  pursuant  to 

15  sections  1709  and  1715b  of  Title  3  2  U.S.  Code,  and  such 

16  first  liens  which  secure  Furh  r-ecurity  aio: 

17  (a)  originated  by  .i  savings  .ind  loan  associati.on, 

18  savings  bank,  conmcrcial  link,  or  similar  institution 
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StAte  »i;tborit-.    cr  tn»  £  r*r :  t .:>A»::f*e    ^:\^>:    x£   1 
the  5iec :  et  ft  r\-   ^'  *    ^.^^  -  :  -c   s-^c   ;':-^  s"    .V    .-:.->   ->.- 1 

22  parsuATit   to   sections    i  \' ^  «"-:   I"^!!-i    <:    7^:^    'T 

23  'J-S.    Code;    .-->d 

24  Cb^  itisjrefi  by  a   roiiv*?*  a-s.;ji<M  3«»m^ 

25  qualified  bj  •->.«  Fe^tera!  V;st:or.Al  '■citcao* 

26  Association  pursuant  to  section  jCT  of  the 

27  Kational  Housino  Act  or  the  r<>deral  Kome  l«rain 

28  ltortg.^9«  Coancr-tion  Act  (3  2  USC  lASl)    if  the 

29  ratio  of  loar  to  value  rf  each  sx>c^  fiist  lier. 

30  is  in  excess  cf  eighty  percentucn.  and 

31  (ii)  the  securities  ar^   offeicsi  and  sscld  subject 

32  to  the  following  conditions: 

33  (a)  the  r'inimiaB  issue  shall  not  be  loss  ihan 

34  $1,000,000; 

35  (b)  the  mininuin  agarcoate  sales  price  y^r 

36  purchaser  shall  be  not  less  than  $25,000: 

37  (c)  the  pui chaser  shall  pay  c.^sh  cither  at  the 

38  time  of  sale  of  within  sixty  days  thereof;  and 

391  (d)  each  purchaser  shall  buy  for  hit  own  arcount 

40  only. 

41  ^  (B)  The  exemption  provided  by  subpivnoriih  A  shall  not  Apply 

42  }  to  resales  of  the  securities  acquiroi  nur?u.int  thereto,  unlets  each 

43  /    of  the  conditions  in  subparagraph  (A)  (i)  and  (ii)  ore  s.ititfied. 
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Mr.  Vento.  I  have  to  run  for  a  vote.  We  thank  you  all  for  your 
testimony  and  attendance.  We  look  forward  to  interesting  dialog. 

The  meeting  is  recessed  until  2  o'clock  this  afternoon. 

[Whereupon  at  12:20  p.m.  the  hearing  was  recessed  to  reconvene 
at  2  p.m.] 

AFTERNOON  SESSION 

Mr.  St  Germain  [presiding].  The  subcommittee  will  come  to 
order.  Our  first  witness  this  afternoon  is  the  Honorable  Cecil 
Heftel  from  the,  believe  it  or  not,  State  of  Hawaii.  We  welcome  you 
this  afternoon  and  we  express  our  appreciation  for  taking  the  time 
to  come  and  share  your  views. 

STATEMENT  OF  HON.  CECIL  "CEC"  HEFTEL,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  HAWAII 

Mr.  Heftel.  I  would  ask  unanimous  consent  to  introduce  my  pre- 
pared statement  in  the  record  and  then  to  merely  summarize. 

Mr.  St  Germain.  Without  objection,  so  ordered. 

Mr.  Heftel.  I  realize  that  the  expertise  is  on  the  other  side  of 
the  microphone  and  I  am  here  really  to  applaud  your  leadership  in 
introducing  H.R.  5568,  in  an  atmosphere  where  nothing  is  occur- 
ring anywhere  within  the  system,  and  we  are  watching  the  rapid 
demise  of  our  thrift  institutions  along  with  our  homebuilding  in- 
dustry. I  would  hope  that  we  would  also  take  note  of  the  fact  that 
the  underlying  problem  is  high  interest  rates. 

More  than  just  the  thrifts  and  the  housing  industry  are  adverse- 
ly affected  by  these  interest  rates.  I  would  hope  that  somehow, 
along  with  your  legislation,  the  Congress  and  the  administration 
could  put  together  a  program  with  the  Chairman  of  the  Federal 
Reserve  that  addresses  that  problem,  because  there  is  no  way  that 
the  economy  can  successfully  go  forward  carrying  the  present  high 
interest  rates  and  their  attendant  uncertainty. 

And  I  would  be  delighted  to  answer  any  questions  you  may  have, 
Mr.  Chairman. 

[Mr.  HefteFs  prepared  statement  follows:] 
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STATEMENT  OF 
CONGRESSMAN  CECIL  "CEC"  HEFTEL 

BEFORE  THE  SUBCOMMITTEE  ON 
HOUSING  AND  COMMUNITY  DEVELOPMENT 


Mr.  Chairman^  members  of  the  Subcommittee^  I  appreciate 

THIS  opportunity  TO  EXPRESS  MY  STRONG  SUPPORT  FOR  H.R.  5568^ 

the  Home  Mortgage  Capital  Stability  Act.  I  want  to  add  my 

VOICE  TO  THE  GROWING  CHORUS  OF  CONCERN  —  AND  ALARM  --  OVER 
THE  crisis  FACING  OUR  THRIFT  AND  HOUSING  INDUSTRIES.   It  IS 
INCREASINGLY  APPARENT  THAT  PROMPT  REMEDIAL  ACTION  MUST  BE 
TAKEN  BY  CONGRESS  IF  WE  ARE  TO  AVERT  A  FULL-SCALE  COLLAPSE 
OF  THE  MORTGAGE  AND  HOMEBUILDING  SECTORS  OF  OUR  ECONOMY.   I 
COMMEND  THIS  COMMITTEE  FOR  THE  LEADERSHIP  IT  HAS  PROVIDED  IN 
ADDRESSING  THIS  MOST  SERIOUS  AND  PRESSING  PROBLEM. 

I  BELIEVE  THAT  H.R.  5568^  INTRODUCED  BY  CHAIRMAN  St  GeRMAIN^ 

is  a  promising  start  toward  a  comprehensive  solution  to  the 
thrift  and  housing  problems.  capital  infusions  from  the 
bill's  Home  Mortgage  Capital  Stability  Fund  would  provide 

THE  savings  and  LOAN  INDUSTRY  WITH  MUCH-NEEDED  BREATHING 
ROOM  DURING  THE  CURRENT  DIFFICULT  PERIOD.   ThIS  SHORT-TERM 
RELIEF  OF  THE  THRIFTS  WOULD^  IN  TURN^  HAVE  IMMEDIATE  AND 
POSITIVE  EFFECTS  ON  THE  HOUSING  INDUSTRY^  BY  MAKING  AVAILABLE 
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ADDITIONAL  MORTGAGE  AND  FINANCING  FUNDS.   ThE  APPROACH  OF 

H.R.  5568  IS  SOUND  and  cost-effective^  and  it  correctly 
recognizes  that  the  problems  of  thrift  and  housing  industries 
are  interrelated. 

no  amount  of  short-term  relief  will  be  successful^  how- 
ever>  without  a  coherent^  long-range  strategy  to  attack  the 
interest  rate  crisis.  as  long  as  these  rates  remain  at 
their  current  astronomical  levels^  housing  will  remain 
unaffordable  and  mortgage  institutions  will  iremain  unprofitable. 
High  interest  rates  are  the  indisputable  crux  of  the  problem. 
Without  a  readily  accessible  pool  of  capital  at  reasonable 
rates^  the  American  dream  of  home  ownership  will  simply  be 
NO  more.  Accordingly^  any  short-term  aid  to  the  housing  and 
thrift  industries  is^  at  best^  only  a  palliative  until 
interest  rates  come  down. 

This  is  not  to  say  that  interim  relief  is  not  urgently 
needed  —  IT  IS.  Housing  starts  are  near  post-war  lows. 
Unemployment  in  the  construction  industry  is  over  18  percent. 
In  my  own  state  of  Hawaii^  the  real  estate  market  is  at  a 
virtual  standstill  and  construction  activity  is  declining 
dramatically.  The  housing  sector  of  our  economy  should  not 

BE  held  hostage  BY  ECONOMIC  CONDITIONS  OUT  OF  ITS  CONTROL. 

Emergency  measures  along  the  lines  of  H.R.  5568  are  needed 

IMMEDIATELY  IF  WE  ARE  TO  STAVE  OFF  THE  VIRTUAL  DISSOLUTION 
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TO  REFORM  OUR  NATION'S  FINANCIAL  STRUCTURE^  I  STRONGLY 

BELIEVE  THAT  SUCH  REFORM  SHOULD  BE  UNDERTAKEN  ON  A  COMPREHENSIVE 

BASIS,    Financial  restructuring  on  the  basis  of  economic 
Darwinism  --  as  is  currently  being  done  —  is  a  destructive 
policy,     i  urge  the  committee  to  seriously  consider  this 
larger  issue  as  it  strives  to  provide  short-term  relief  to 
the  housing  sector, 

Mr,  Chairman^  thank  you  again  for  letting  me  share  my 
thoughts  on  this  critical  issue  with  you  and  the  distinguished 
members  of  this  committee,     i  look  forward  to  working  with 
you  in  developing  a  workable  program  to  revive  the  housing 
and  mortgage  industries.     i  believe  h,r,  5568  is  a  promising 
start  to  this  end, 

Mr.  St  Germain.  Well,  the  Chair  would  be  hard  put  to  ask  any 
questions,  because  of  the  Chair's  gratitude  and  admiration  for  the 
Member  of  Hawaii,  and  my  gratitude  for  your  cooperation  and  as- 
sistance. 

Our  endeavor  to  try  to  do  something  immediately  to  prevent  a 
continued  erosion  of  the  thrift  industry  is  an  essential  part  of  the 
financial  delivery  system  of  this  country.  I  would  merely  extend 
my  gratitude. 

Mr.  Lundine? 

Mr.  Lundine.  I  have  no  questions. 

Mr.  St  Germain.  There  being  no  further  questions,  I  say  again 
thank  you. 

Next  we  have  a  panel  of  Mr.  John  Malarkey,  State  bank  commis- 
sioner. State  of  E)elaware,  vice  chairman  of  Federal  Liegislation 
Committee,  the  Conference  of  State  Bank  Supervisors;  Mr.  Ray- 
mond Tiernan,  National  Association  of  State  Savings  &  Loan  Su- 
pervisors; Muriel  Siebert,  superintendent  of  banks,  New  York  State 
Banking  Department  and  Mr.  Michael  Horn,  commissioner  of 
banking.  State  of  New  Jersey. 

Our  first  witness,  as  listed  on  the  notice,  is  Mr.  Malarkey.  We 
will  put  your  entire  statement  in  the  record  and  you  may  proceed. 

STATEMENT  OF  JOHN  E.  MALARKEY,  STATE  BANK  COMMISSION- 
ER, STATE  OF  DELAWARE,  AND  VICE  CHAIRMAN  OF  FEDERAL 
LEGISLATION  COMMITTEE,  CONFERENCE  OF  STATE  BANK  SU- 
PERVISORS 

Mr.  Malarkey.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  members  of  the  subcommittee,  I  am  John  Malar- 
key, State  bank  commissioner  of  the  State  of  Delaware  and  vice 
chairman  of  the  Federal  legislation  committee  of  the  Conference  of 
State  Bank  Supervisors  on  whose  behalf  I  am  testifying  today. 
The  Conference  of  State  Bank  Supervisors  is  the  professional  or- 
lization  of  State  officials  who  charter,  regulate,  and  supervise 
•proximately  10,500  State-chartered  commercial  and  mutual 
ngs  banks  of  the  Nation. 
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On  one  hand,  CSBS  is  pleased  to  have  this  opportunity  to  testify. 
On  the  other  hand,  we  would  rather  that  the  state  of  our  Nation's 
affairs  had  never  come  to  the  point  where  hearings  such  as  this 
have  become  necessary. 

Emergency  legislation  such  as  the  type  Chairman  St  Germain 
has  proposed  is  never  desirable.  It  can  only  be  necessary.  Liegisla- 
tion  such  as  this  makes  winners  of  no  pne.  It  only  increases  the 
survivors  list. 

We  salute  Chairman  St  Gtermain  for  the  sense  of  responsibility 
and  devotion  to  duty  shown  in  sponsoring  H.R.  5568. 

CSBS  rises  in  support  of  H.R.  5568;  not  because  we  want  to,  but 
because  we  have  to.  Our  support  of  H.R.  5568  is  premised  on  the 
understanding  that  it  will  be  amended  as  the  chairman  has  indicat- 
ed to  limit  Government  infusions  in  keeping  with  the  net  worth 
guarantee  concept. 

Reflecting  inflationary  monetary  and  fiscal  policies  during  much 
of  the  196^79  period  and  consequent  extremes  in  interest  rates, 
thrift  institutions  of  this  Nation  are  facing  red  ink  and  potential 
failures  of  unprecedented  proportions. 

While  mismanagement  may  have  contributed  in  individual  cases 
and  usury  or  due-on-sale  prohibitory  laws  have  contributed  in  some 
States,  the  overriding  cause  of  the  industry's  plight  has  been  Feder- 
al Government  action. 

Philosophically,  the  Conference  is  opposed  to  direct  Government 
assistance  to  faUing  institutions.  Failure  is  as  much  a  part  of  our 
economic  system  as  is  success. 

Yet,  the  threat  which  is  currently  posed  goes  beyond  the  institu- 
tions we  regulate  to  the  very  system  under  which  we  regulate.  We 
are  actors  in  a  scene  which,  if  played  to  final  curtain,  may  well 
mean  the  demise  of  the  dual  banking  system. 

Increased  concentration  of  the  financial  institution  industry  and 
increased  centralization  of  governmental  control  over  the  industry 
and  the  economy,  the  directions  in  which  the  current  chain  of 
events  is  leading  us,  are  to  be  more  feared  and  abhorred  than  a 
one-time  Government  infusion. 

Mr.  Chairman,  hard  times  make  for  hard  solutions. 

The  problems  of  the  depository  institutions,  particularly  the 
thrifls,  are  too  well  chronicled  for  me  to  bother  this  subcommittee 
with  the  gory  details. 

The  Banking  Committee  has  taken  countless  pages  of  testimony 
on  the  imbalance  between  the  low  yielding  portfolios,  filled  with 
long-term  mortgages,  and  the  current  high  cost  of  money. 

I  myself  appeared  before  the  Subcommittee  on  Domestic  Mone- 
tary Policy  last  year  to  discuss  the  massive  outflows  of  funds  suf- 
fered by  traditional  depository  institutions  at  the  hands  of  the 
money  market  mutual  funds.  The  whipsaw  of  the  money  cost/port- 
folio 3deld  mismatch  and  competitors  not  subject  to  interest  rate 
control  has  brought  the  thrift  industry  to  its  darkest  hour. 

The  safety  and  soundness  of  State-chartered  mutual  savings 
banks  is  in  question,  as  well  as  S.  &  L.'s  nationwide.  In  addition, 
threats  to  the  safety  and  soundness  of  the  thrift  industry  could 
well  have  a  spillover  effect  on  the  commercial  banking  industry, 
since  the  public  often  fails  to  distinguish  between  types  of  deposi- 
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tory  institutions.  The  potential  liability  of  the  FDIC  and  FSLIC, 
backed  by  the  full  faith  and  credit  of  the  Nation,  is  enormous. 

Unless  the  current  money  cost/portfolio  3deld  mismatch  is  ad- 
dressed, the  short-term  picture  is  dismal  and  other  steps  with 
longer  timeframes  are  irrelevant. 

Immediate  assistance  is  required,  of  the  type  embodied  in  Chcdr- 
man  St  Germain's  proposals. 

H.R.  5568,  the  Home  Mortgage  Capital  Stability  Act,  is  a  good 
bill  under  the  circumstances.  Chairman  St  Germain's  decision  to 
use  net  worth  guarantees  rather  than  actual  capital  infusions 
makes  it  even  better.  None  of  the  other  approaches  with  which  we 
are  acquainted  come  close. 

Let  me  discuss  H.R.  5568  in  terms  of  the  considerations  deemed 
important  by  CSBS.  In  order  to  gamer  CSBS  support,  a  Federal  as- 
sistance program  must  be  cost-effective,  avoid  a  mass,  across-the- 
board  subsidy  and  require  the  repayment  of  aid. 

H.R.  5568,  with  the  net  worth  guidance  concept  replacing  the  use 
of  capital  participation  notes,  satisfies  those  concerns. 

The  best  way  to  insure  cost-effectiveness  is  to  target  a  program 
narrowly  to  those  which  truly  need  assistance  andf  have  a  high 
probability  of  being  saved  if  they  get  it. 

While  the  institutional  qualiHcations  set  forth  in  H.R.  5568  are 
acceptable,  we  believe  thev  could  be  tightened  by  changing  the  net 
worth  trigger  from  less  than  2  percent  of  assets  to  less  than  1.5 
percent  of  assets;  by  requiring  that  at  least  30  percent  of  its  cur- 
rent portfolio  be  in  one-to-four  family  residences  or  in  condomin- 
ium or  cooperative  units;  and  by  requiring  that  the  primary  regula- 
tor determine  the  institution's  long-term  viability,  determine  that 
the  institution  would  have  to  be  closed  within  the  next  12  months 
without  such  aid,  but  would  live  with  it,  determine  that  the  institu- 
tion's losses  have  been  caused  by  governmental  action  rather  than 
mismanagement  and  that  management  of  the  institution  is  com- 
mitted to  its  survival. 

As  is  obvious,  the  suggested  changes  are  minimal  except  for  the 
last  concept,  that  is  determination  by  the  primary  regulator  of  via- 
bility, need,  cause  of  problem  and  commitment  of  management. 

CSBS  believes  that  the  program  should  maintain  the  viability  of 
well  managed  but  troubled  institutions  as  determined  by  the  pri- 
mary regulator,  the  chartering  department  or  agency,  whether 
State  or  Federal. 

The  primary  regulator,  under  whose  constant  watchful  eye  the 
institution  operates,  is  the  best  judge  of  matters  such  as  the  quality 
of  management,  the  prospect  for  long-term  viability  and  the  need 
for  and  probable  impact  of  assistance  under  a  Federal  program. 

Not  only  does  CS6S  believe  this  to  be  a  better  control  over  eligi- 
bility, but  we  believe  it  to  be  more  consistent  with  the  role  and 
function  of  the  agencies  involved  under  our  current  system  of  fi- 
nancial institution  regulation. 

CSBS  believes  that  the  final  form  of  the  assistance  program  must 
be  nonpreemptive  of  State  authority  and  give  the  Federal  agencies 
a  minimum  of  additional  oversight  responsibility  and  no  equity  in- 
terest in  the  assisted  institutions. 

There  is  no  reason  that  any  destruction  of  the  parallel  State-Fed- 
eral authorities  within  the  dual  banking  S3rstem  must  flow  from 
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legislation  such  as  this.  The  authority  of  the  primary  regulator 
should  be  kept  intact  and  no  equity  interest  should  be  taken  by  the 
Government. 

In  determining  an  institution's  need  for  aid  under  an  assistance 
program,  CSBS  believes  that  the  condition  of  the  parent  holding 
company  should  be  factored  into  the  decision,  where  the  institution 
to  be  assisted  is  owned  by  a  holding  company. 

Not  only  will  this  insure  that  public  funds  are  not  used  where 
private  funds  are  available,  it  will  insure  against  double  dipping  in 
cases  of  supervisory  mergers  or  acquisitions. 

The  requirements  for  participation  should  be  modified  to  elimi- 
nate the  cap  on  the  interest  rate  on  lotos  made  under  this  section. 
Since  the  viability  of  institutions  is  desirable  under  this  program, 
limits  should  not  be  imposed  which  hurt  the  institution's  chances 
to  turn  its  portfolio  around,  rebuild  reserves  and  repay  any  moneys 
received  from  the  Government. 

Rather,  a  higher  percentage  reinvestment  of  new  deposits  in 
mortgages  should  be  considered,  such  as  60  percent  rather  than  50 
percent. 

In  regard  to  the  types  of  aid  available  under  the  bill,  it  is  clear 
that  CSBS  prefers  the  "net  worth  guarantee''  proposal  to  the  capi- 
tal participation  note  approach  taken  by  the  original  bill. 

The  "net  worth  guarantee"  approach  not  only  decreases  the  up- 
front cost  of  the  program,  it  removes  incentive  for  institutions  to 
contrive  ways  to  move  into  the  assistance  eligibility  category. 

Under  the  "net  worth  guarantee"  approach,  there  would  be  little 
or  no  cost  to  the  Federal  budget  if  economic  recovery,  accompanied 
by  lower  interest  rates,  evolves  as  predicted  by  the  administration. 

H.R.  5568  becomes  effective,  in  essence,  only  if  the  current  wors- 
ening trend  continues  well  beyond  1982.  No  need,  no  cost.  It  is  that 
simple.  Yet,  if  the  need  arises,  the  mechanism  is  in  place  to  assist 
troubled  institutions. 

In  point  of  fact,  it  might  be  feasible  to  use  a  combination  of  the 
"net  worth  guarantee"  concept  with  expanded  statutory  authority 
for  Federal  insuring  agencies  to  make  loans  to,  make  deposits  in, 
purchase  the  assets  or  securities  of,  or  assume  the  liabilities  of  any 
insured  commercial  bank,  savings  bank  or  savings  and  loan  associ- 
ation. 

The  primary  goal  would  be  to  facilitate  the  continued  operation 
of  well  managed  but  troubled  institutions.  Such  a  tiding  over  of 
troubled  institutions  could  also  help  to  avert  other,  more  serious, 
negative  consequences  of  the  state  of  our  economy. 

Mr.  Chairman,  CSBS  supports  legislation  to  assist,  on  a  one-time 
basis,  well  managed  but  seriously  troubled  institutions  whose  trou- 
bles largely  reflect  interest  rate  extremes,  as  brought  about  pri- 
marily by  extremes  in  past  Federal  monetary  and  fiscal  policies. 

But,  we  also  would  echo  the  thought  expressed  by  Chairman  St 
Germain  that  one  must  oppose  thrift  aid  measures  that  do  not  nar- 
rowly target  funds  to  those  institutions  that  need  them  the  most 
and  could  be  made  viable  in  the  long  term  by  the  assistance. 

The  aid  program  should  be  modeled  in  such  a  way  so  as  to  main- 
tain the  authority  of  the  primary  regulator  and  the  integrity  of  our 
decentralized  system  of  State  determination  of  structure. 
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CSBS  supports  H.R.  5568,  amended  to  incorporate  the  "net  worth 
guarantee''  concept.  We  hope  that  our  few  suggestions  today  will 
be  incorporated  into  the  legislation  by  the  Banking  Committee. 

However,  CSBS  hopes  that  Congress  and  the  Banking  Conmiittee 
will  not  stop  with  H.R.  5568.  This  bill  takes  care  only  of  the  symp- 
toms, symptoms  of  both  our  current  economic  malaise  and  new 
forces  in  the  financial  institution  industry.  In  order  to  truly  help, 
Congress  must:  One,  vigorously  support  responsible  monetary  and 
fiscal  policies;  and,  two,  provide  traditional  depository  institutions 
with  a  rate-competitive  instrument. 

Everyone  speaks  to  you  about  the  first  of  these.  Liet  me  address 
the  second  for  just  a  moment. 

Nationwide,  the  phenomenal  growth  of  money  market  mutual 
funds  has  represented  the  most  massive  translocation  of  funds, 
going  from  about  45  States  to  a  handful  of  money  market  centers, 
this  Nation  has  ever  experienced. 

They  are  bleeding  numerous  State  and  local  communities  of 
their  economic  life  blood  to  the  tune  of  $188  billion  in  assets.  Infu- 
sions of  assistance  in  the  amounts  which  you  are  discussing  pale  by 
comparison. 

Every  day  new  unregulated  competitors  seek  to  enter  the  bank- 
ing business  through  one  legal  loophole  or  another.  To  some  extent 
these  loopholes  can  be  closed. 

However,  the  only  way  to  insure  the  long-run  viability  of  the  de- 
pository institutions  industry  is  to  give  it  the  pricing  tools  to  com- 
pete. 

Unless  Congress  or  the  DIDC  acts  to  give  depository  institutions 
a  rate-competitive  instrument,  the  condition  of  the  depository  in- 
dustry will  only  continue  to  worsen.  Depository  institutions  across 
the  Nation  are  constantly  seeking  avenues  to  circumvent  rate  re- 
strictions within  the  law. 

The  majority  have  realized  that  they  can  better  afford  an  in- 
creased cost  of  funds  than  a  massive  loss  of  deposits. 

Let  this  exercise  be  not  only  one  in  which  Congress  underwrites 
the  survival  of  those  troubled  institutions  who  deserve  to  survive, 
but  one  in  which  Congress  gives  healthy  institutions  the  rate  com- 
petitive tools  they  need  to  remain  healthy  as  well. 

If  not,  H.R.  5568  may  be  nothing  than  the  first  in  a  long  series  of 
assistance  bills. 

Thank  you,  Mr.  Chairman. 

[Mr.  Malarkey's  prepared  statement,  on  behalf  of  the  Conference 
of  State  Bank  Supervisors,  follows:] 
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STATEMENT  OF  MR.  JOHN  E.  MALARKEY 
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Mr.  Chairman,  members  of  the  Subcommittee,  I  am   John  E. 
Malarkey,  State  Bank  Commissioner  for  the  State  of  Delaware  and 
Vice  Chairman  of  the  Federal  Legislation  Committee  of  the  Conference 
of  State  Bank  Supervisors,  on  whose  behalf  I  am  testifying  today. 

The  Conference  of  State  Bank  Supervisors  (CSBS)  is  the  profes- 
sional organization  of  state  officials  who  charter,  regulate  and 
supervise  the  approximately  10,500  state-chartered  commercial  and 
mutual  savings  banks  of  the  nation.   Created  in  the  early  20th  Cen- 
tury as  a  clearing  house  for  the  ideas  of  the  state  bank  supervisors 
on  common  problems,  CSBS  has  evolved  into  the  major  champion  of  our 
decentralized  American  banking  and  bank  regulatory  structures.   In 
addition,  the  Conference  has  become  the  most  significant  single 
source  of  educational  and  research  services  aimed  at  strengthening 
individual  state  banking  departments. 

On  one  hand,  CSBS  is  pleased  to  have  this  opportunity  to  testi- 
fy.  On  the  other  hand,  we  would  rather  that  the  state  of  our  na- 
tion's affairs  had  never  come  to  the  point  where  hearings  such  as 
this  have  become  necessary. 

Emergency  legislation  such  as  the  type  Chairman  St  Germain  has 
proposed  is  never  desirable.   It  can  only  be  necessary.   Legisla- 
tion such  as  this  makes  winners  of  no  one.   It  only  increases  the 
survivors  list. 

We  salute  Chairman  St  Germain  for  the  sense  of  responsibility 
and  devotion  to  duty  shown  in  sponsoring  H.R.  5568. 

CSBS  rises  in  support  of  H.R.  5568;  not  because  we  want  to, 
but  because  we  have  to.   Our  support  of  H.R.  5568  is  premised  on  the 
understanding  that  it  will  be  eunended  as  the  Chairman  has  indicated 
to  limit  government  infusions  in  keeping  with  the  "net  worth  guaran- 
tee" concept. 
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Reflecting  inflationary  monetary  and  fiscal  policies  during 
much  of  the  1965  to  1979  period  and  consequent  extremes  in  interest 
rates,  thrift  institutions  of  this  nation  are  facing  red  ink  and  po- 
tential failures  of  unprecedented  proportions.   While  mismanagement 
may  have  contributed  in  individual  cases  and  usury  or  due-on-sale 
prohibitory  laws  have  contributed  in  some  states,  the  overriding 
cause  of  the  industry's  plight  has  been  federal  government  action. 

Philosophically,  the  Conference  is  opposed  to  direct  government 
assistance  to  failing  institutions.   Failure  is  as  much  a  part  of 
our  economic  system  as  is  success. 

Yet,  the  threat  which  is  currently  posed  goes  beyond  the  insti- 
tutions we  regulate  to  the  very  system  under  which  we  regulate.   >*e 
are  actors  in  a  scene  which,  if  played  to  final  curtain,  may  well 
mean  the  demise  of  the  dual  banking  system. 

Increased  concentration  of  the  financial  institution  industry 
smd  increased  centralization  of  governmental  control  over  the  in- 
dustry smd  the  economy,  the  directions  in  which  the  current  chain 
of  events  is  leading  us,  are  to  be  more  feared  and  abhorred  than  a 
one-time  government  infusion. 

Mr.  Chairman,  hard  times  make  for  hard  solutions. 

The  problems  of  the  depository  institutions,  particularly  the 
thrifts,  are  too  well  chronicled  for  me  to  bother  this  Subcommittee 
with  the  gory  details.   The  Banking  Committee  has  taken  countless 
pages  of  testimony  on  the  imbalance  between  the  low  yielding  port- 
folios, filled  with  long-term  mortgages,  and  the  current  high  cost 
of  money.   I  myself  appeared  before  the  Subcommittee  on  Domestic 
Monetary  Policy  last  year  to  discuss  the  massive  outflows  of  funds 
suffered  by  traditional  depository  institutions  at  the  hands  of 
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the  money  market  mutual  funds.   The  whipsaw  of  the  money  cost/port- 
folio yield  mismatch  and  competitors  not  subject  to  interest  rate 
control  has  brought  the  thrift  industry  to  its  darkest  hour. 

The  safety  and  soundness  of  state-chartered  mutual  savings 
banks  is  in  question,  as  well  as  S&Ls  nationwide.   In  addition, 
threats  to  the  safety  and  soundness  of  the  thrift  industry  could 
well  have  a  spill-over  effect  on  the  commercial  banking  industry, 
since  the  public  often  fails  to  distinguish  between  types  of  depos- 
itory institutions.   The  potential  liability  of  the  FDIC  and  FSLIC, 
backed  by  the  full  faith  and  credit  of  the  nation,  is  enormous. 

CSBS  has  called  for  the  creation  of  a  rate-competitive  deposit- 
type  instrument  for  all  traditional  depository  institutions,  in 
order  to  stem  the  outflow  of  funds  to  the  new  and  novel  non-deposi- 
tory financial  competitors. 

CSBS  has  called  for  a  prohibition  on  third  party  powers  for 
money  market  mutual  funds. 

CSBS  supported  emergency  legislation  introduced  by  Chairman 
St  Germain  to  permit  supervisory  cross-industry  and  interstate  ac- 
quisitions after  adoption  of  CSBS-sponsored  amendments  to  moderate 
the  preemption  contained  in  such  legislation  and  to  McFaddenize 
S&Ls  acquired  by  BHCs. 

CSBS  has  testified  against  extending  to  the  thrift  industry 
commercial  bank  asset  powers  without  equalizing  competition  and  sub- 
jecting S&Ls  to  state  authority  under  the  rubric  "no  homogenization 
without  McFaddenization,"  but  has  generally  taken  a  "no  policy" 
stance  on  increased  asset  powers  for  thrifts. 

Yet,  none  of  the  above  measures  addresses  the  problem  created 
by  the  now  historically  high  interest  rates.   Unless  the  current 
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money  cost/portfolio  yield  mismatch  is  addressed,  the  short-term 
picture  is  dismal  and  other  steps  with  longer  time  frames  are  ir- 
relevant. 

Immediate  assistance  is  required,  of  the  type  embodied  in 
Chairman  St  Germain's  proposals. 

H.R.  5568,  the  "Home  Mortgage  Capital  Stability  Act,"  is  a  good 
bill  under  the  circumstances.   Chairman  St  Germain's  decision  to  use 
"net  worth  guarantees"  rather  than  actual  capital  infusions  makes 
it  even  better.   None  of  the  other  approaches  with  which  we  are  ac- 
quainted come  close. 

Let  me  discuss  H.R.  5568  in  terms  of  the  considerations  deemed 
important  by  CSBS.   In  order  to  garner  CSBS  support,  a  federal  as- 
sistance program  must  be  cost  effective,  avoid  a  mass  across  the 
board  subsidy  and  require  the  repayment  of  aid.   H.R.  5568,  with 
the  "Net  Worth  Guarantee"  concept  replacing  the  use  of  capital  par- 
ticipation notes,  satisfies  these  concerns. 

The  best  way  to  ensure  cost-effectiveness  is  to  target  a  pro- 
gram narrowly  to  those  which  truly  need  assistance  and  have  a  high 
probability  of  being  saved  if  they  get  it.   While  the  institutional 
qualifications  set  forth  in  H.R.  5568  are  acceptable,  we  believe 
they  could  be  tightened  by  changing  the  net  worth  trigger  from  "less 
than  2%  of  assets"  to  "less  than  1.5%  of  assets;"  by  requiring  that 
at  least  30%  of  its  current  portfolio  be  in  one-to-four  family  res- 
idences or  in  condominium  or  cooperative  units;  and  by  requiring 
that  the  primary  regulator  determine  the  institution's  long-term 
viability,  determine  that  the  institution  would  have  to  be  closed 
within  the  next  twelve  months  without  such  aid,  but  would  live  with 
it,  determine  that  the  institution's  losses  have  been  caused  by 
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governmental  action  rather  than  mismanagement  and  that  the  manage- 
ment of  the  institution  is  coinmitted  to  its  survival. 

As  is  obvious,  the  suggested  changes  are  minimal  except  for  the 
last  concept,  that  is  determination  by  the  primary  regulator  of  via- 
bility, need,  cause  of  problem  and  commitment  of  management.   CSBS 
believes  that  the  program  should  maintain  the  viability  of  well-man- 
aged but  troubled  institutions  as  determined  by  the  primary  regula- 
tor, the  chartering  department  or  agency,  whether  state  or  federal. 
The  primary  regulator,  under  whose  constant  watchful  eye  the  insti- 
tution operates,  is  the  best  judge  of  matters  such  as  the  quality  of 
management,  the  prospect  for  long-term  viability  and  the  need  for 
and  probable  impact  of  assistance  under  a  federal  prograun.   Not  only 
does  CSBS  believe  this  to  be  a  better  control  over  eligibility,  but 
we  believe  it  to  be  more  consistent  with  the  role  and  function  of 
the  agencies  involved  under  our  current  system  of  financial  insti- 
tution regulation. 

CSBS  believes  that  the  final  form  of  the  assistance  program 
must  be  nonpreemptive  of  state  authority  and  give  the  federal  agen- 
cies a  minimum  of  additional  oversight  responsibility  and  no  equity 
interest  in  the  assisted  institutions.   There  is  no  reason  that  any 
destruction  of  the  parallel  state/federal  authorities  within  the 
dual  banking  system  must  flow-  from  legislation  such  as  this.   The 
authority  of  the  primary  regulator  should  be  kept  intact  and  no 
equity  interest  should  be  taken  by  the  government. 

In  determining  an  institution's  need  for  aid  under  an  assist- 
ance program,  CSBS  believes  that  the  condition  of  the  parent  hold- 
ing company  should  be  factored  into  the  decision,  where  the  insti- 
tution to  be  assisted  is  owned  by  a  holding  company.   Not  only  will 
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In  regard  tc  t±ie  types  cf  aid  avai^lable  under  the  bill,  it  i* 
clear  that  CSBS  prefers  the  "Net  Wcrth  Guarantee"  proposal  tc^  th** 
capital  participarion  note  approach  taken  by  the  cricirsal  bill*   Th*' 
•Ket  Worth  Guarantee"  approach  not  only  decreases  the  up- front  cc^st 
of  the  program,  it  removes  incentive  for  institutions  to  contrive 
%fays  to  iBove  into  the  assistance  eligibility  catecrory. 

Dnder  the  "Set  Worth  Guarantee"  approach  there  would  be  little 
or  no  cost  to  the  federal  budget  if  economic  recover^',  accompanied 
by  loi#er  interest  rates,  evolves  as  predicted  by  the  Administration* 
H.R.  556B  beccnes  effective,  in  essence,  only  if  the  current  worsen- 
ing trend  continues  well  beyond  1982.   No  need  —  no  cost.   It  i« 
that  simple.   Yet,  if  the  need  arises,  the  mechanism  is  in  place 
to  assist  troubled  institutions. 

In  point  of  fact,  it  might  be  feasible  to  use  a  combination  of 
the  "Net  Worth  Guarantee*  concept  with  expanded  statutory  authority 
for  federal  insuring  agencies  to  make  loans  to,  make  deposits  in, 
purchase  the  assets  or  securities  of  or  assume  the  liabilities  of 
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any  insured  commercial  bank,  savings  bank  or  savings  and  loan  asso- 
ciation.  The  primary  goal  would  be  to  facilitate  the  continued  op- 
eration of  well-managed  but  troubled  institutions.   Such  a  tiding 
over  of  troubled  institutions  could  also  help  to  avert  other,  more 
serious,  negative  consequences  of  the  state  of  our  economy. 

SUMMARY  AND  CONCLUSIONS 

Mr.  Chairman,  CSBS  supports  legislation  to  assist,  on  a  one- 
time basis,  well-managed  but  seriously  troubled  institutions  whose 
troubles  largely  reflect  interest  rate  extremes,  as  brought  about 
primarily  by  extremes  in  past  federal  monetary  and  fiscal  policies. 

But,  we  would  echo  the  thought  expressed  by  Chairman  St  Germain 
that  one  must  oppose  thrift  aid  measures  that  do  not  narrowly  target 
funds  to  those  institutions  that  need  them  the  most  and  could  be 
made  viable  in  the  long-term  by  the  assistance. 

The  aid  program  should  be  modeled  in  such  a  way  so  as  to  main- 
tain the  authority  of  the  primary  regulator  and  the  integrity  of  our 
decentralized  system  of  state  determination  of  structure. 

CSBS  supports  H.R.  5568,  aunended  to  incorporate  the  "Net  Worth 
Guarantee"  concept.  We  hope  that  our  few  suggestions  today  will  be 
incorporated  into  the  legislation  by  the  Banking  Committee. 

However,  CSBS  hopes  that  Congress  and  the  Banking  Committee 
will  not  stop  with  H.R.  5568.   This  bill  takes  care  only  of  the  symp- 
toms, symptoms  of  both  our  current  economic  malaise  and  new  forces 
in  the  financial  institution  industry.   In  order  to  truly  help.  Con- 
gress must: 

1.   Vigorously  support  responsible  monetary  and  fiscal  policies; 
and 
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Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Malarkey.  We 
appreciate  your  statement,  and  the  fact  that  we  had  it  in  time  to 
review  it. 

We  next  recognize  Ms.  Siebert,  but  I  was  going  to  yield  to  my  dis- 
tinguished colleague  from  New  York,  Mr.  LaFalce  and  if  he  wishes 
to  yield  his  power  to  the  gentleman  from  New  York? 

Mr.  LaFalce.  Would  you  like  me  to  yield  to  Mr.  Schumer? 

Chairman.  CjONZALEZ.  I  said  you  exercise  your  judgment  as  to 
whether  you  wish  to  defer  to  a  junior  New  Yorker. 

Mr.  LaFalce.  Ladies  and  gentlemen,  in  those  famous  immortal 
words,  here  is  Mickey,  a  good  friend  and  a  great  superintendent.  I 
now  yield  to  Chuck. 

Mr.  Schumer.  I  welcome  the  superintendent  of  hanka  from  New 
York  and  thank  the  chairmsm  of  our  subcommittee  for  allowing 
her  to  testify.  I  would  just  say  that  if  I  could  think  of  probably  the 
least  thankless  job  in  the  United  States  of  America,  at  this  point  in 
time,  it  would  be  superintendent  of  banks  in  New  York. 

She  has  done  a  great  job  in  very  trying  circumstances.  Welcome. 

STATEMENT  OF  MURIEL  SIEBERT,  SUPERINTENDENT  OF  BANKS, 
NEW  YORK  STATE  BANKING  DEPARTMENT 

Ms.  Siebert.  Thank  you.  I  happen  to  agree  with  you.  No  one 
likes  a  bank  regulator  today. 

Mr.  Schumer.  I  yield  back  to  my  senior  and  distinguished  col- 
league. Which  senior  and  distinguished  colleague? 

Mr.  LaFalce.  I  yield  back  to  my  more  senior  and  more  distin- 
guished colleague. 

Mr.  Gonzalez.  Ms.  Siebert? 

Ms.  Siebert.  My  name  is  Muriel  Siebert.  I  am  New  York  State 
Superintendent  of  Banks.  I  appreciate  the  opportunity  to  comment 
on  the  legislation  this  subcommittee  is  considering  with  respect  to 
thrift  institutions. 

First,  let  me  say  that  I  support  H.R.  5568,  as  it  has  been  amend- 
ed by  Representative  St  Germain,  with  certain  additional  changes  I 
will  refer  to  in  my  testimony. 

I  do  not  believe  this  subcommittee  needs  another  reiteration  of 
the  problems  of  the  thrift  industry.  New  York  State-chartered 
mutual  savings  banks,  which  represent  96  percent  of  the  assets  of 
thrifts  for  which  I  am  responsible,  experienced  an  aggregate  net 
operating  loss  during  1981  of  $1.25  billion. 

All  thrifts  in  New  York  lost  $1.7  billion  in  1981—97  of  our  99 
banks  were  on  the  minus  side  of  the  ledger.  In  addition.  New  York 
State-chartered  mutual  savings  banks,  aggregate  net  worth  de- 
clined by  20  percent  over  the  course  of  the  year. 

There  was  a  time  when  many  people  thought  that  the  "thrift 
problem"  was  a  "New  York  problem."  This  may  only  have  been  be- 
cause the  attractiveness  of  alternative  vehicles  of  investment,  earn- 
ing higher  rates  of  interest,  was  more  quickly  perceived  in  the  Na- 
tion's leading  financial  center. 

In  any  case,  whatever  its  past  history,  it  is  now  clear  that  the 

"thrift  problem"  today  is  a  national  problem.  The  Brookings  Insti- 

for  example,  predicts  failures  or  mergers  for  over  1,000  sav- 
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While  I  am  a  praponent  of  intHstate  hanking,  these  metyefs  did 
not  create  de  Smcia  interstate  hanking,  k  fives  Congress  more  time 

The  flitiBitinn  is^  however,  drikate  in  the  extreme.  We  have  re- 
oenilj  seen  how  a  neirspaper  mention  could  trigger  a  real  nuu  on 
die  HartSord  Saiings  &  Loan  Association.  In  a  recent  anide.  Mr. 
Garnola,  chairman  of  the  hank,  referred  to  the  advice  an  out-of- 
Slate  stqierrisor  ga^e  him. 

I  am  proud  to  have  heen  the  supervisor  he  r^rred  to  and  ahle 
to  OMAtiflmte  to  this  problem.  I  say  this  not  to  brag,  but  to  demon- 
strate that  we  have  been  jHeparing  for  such  an  emergency.  I  shud- 
der to  think  a^iat  might  have  ha{^)enjed  and  a  similar  stimulus 
tonrfied  off  a  comparable  reaction  among  the  nearly  half-million 
depoMtiws  of  the  New  York  Bank  for  Savings. 

Furtfaomcxe,  althou^  New  York  State  has  dealt  with  its  imme- 
diate iRoblems»  there  will  b&»  before  too  long,  unless  a  comprehen- 
sive Federal  {spgram  is  enacted,  a  second  round  of  New  York 
Stale-diartered  savings  banks  to  cope  with.  This  list^  I  must  tell 
you,  invcrfves  a  greater  nimiber  of  multibillion  dollar  institutions. 

We  in  New  York  State  are  acutely  aware  of  the  problem.  Cover- 
nar  Carey  has  appointed  a  sp»:ial  task  force  to  deal  with  the  thrift 
industry.  This  committee,  which  I  chair,  includes  a  distinguished 
group  of  industry  leaders.  It  will  be  making  recommendations 
shortly  to  the  Governor.  The  dimensions  of  me  problem  greatl^v 
exceed  the  capacity  of  the  States. 

HJt  5568  provides  a  means  of  continued  ejtistence  for  thrifts 
that,  one,  are  most  troubled,  but,  two,  exhibit  a  realistic  potential 
for  future  viability.  It  provides  this  means  through  guarantees  of 
net  worth  at  a  minimum  level  of  2  percent  of  assets,  without  com- 
mitting the  Federal  Government  to  cash  expenditures  unless  a 
guaranteed  institution  should  actually  fsiil. 

The  assistance  proposed  would  serve  to  bolster  institutions 
during  the  current  period  of  high  interest  rates,  giving  them  the 
time  to  amortize  their  existing  mortgages,  existing  mortgages,  and 
thereby  have  access  to  funds  that  they  can  invest  at  higher  yields. 

In  spite  of  our  preoccupation  with  the  problems  of  the  thrifts,  it 
would  be  imwise  and  unfair  to  expect  the  Federal  Government  to 
infuse  any  substantial  amount  or  cash  into  this  industry  when 
record  high  interest  rates  are  affecting  every  sector  of  the  econo- 
my. 

A  record  number  of  industrial  bankruptcies  are  occurring  that 
could  have  a  major  impact  on  public  ana  investor  con 
sides,  I  do  not  believe  we  can  justify  adding  any  more  to 
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al  deficit  than  is  absolutely  necessary,  at  a  time  when  we  are 
asking  participants  in  food  stamps  and  other  social  programs  to 
accept  cuts  in  their  levels  of  assistance. 

Mr.  Chairman,  not  only  do  we  need  H.R.  5568,  but  Ijsubmit  that 
it  makes  good  economic  sense.  One  of  the  alternatives  is  the  contin- 
ued ad  hoc  merger  of  ailing  institutions,  a  course  of  action  that 
Wharton  Econometric  Forecasting  Associates  last  week  estimated 
would  cost  the  Treasury  $84  billion  over  the  next  3  years. 

Assuming  this,  neither  the  insurance  funds  nor  the  banking 
system  can  afford  costs  of  this  magnitude.  Although  H.R.  5568 
cannot  be  expected  to  obviate  all  supervisory  mergers,  I  would  hope 
that  it  would  substantially  reduce  the  number. 

Another  alternative  is  the  use  of  accounting  procedures  referred 
to  as  purchase  accounting,  which  give  the  appearance  of  an  in- 
crease in  the  earning  power  of  an  institution  but  in  reality  produce 
false  earnings. 

In  my  opinion,  this  solution  is  fraught  with  danger,  since  the 
merged  institutions'  true  financial  condition  is  masked.  If  these  in- 
stitutions fail  in  the  future,  the  liabilities  of  the  FDIC  £md  FSLIC 
will  be  greatly  increased.  It  could  endanger  the  position  of  creditors 
and  severely  shake  public  confidence.  I  must  remind  you  that  in 
New  York,  when  a  State-chartered  institution's  net  worth  hits  zero, 
I  am  legally  required  to  close  it  down.  I  can  only  accept  some  of  the 
accounting  practices  currently  in  vogue,  which  I  characterize  as 
highly  questionable,  if  they  are  coupled  with  a  guarantee  of  all  the 
liabilities  of  the  bank. 

Our  recent  experience  in  New  York  State  underscores  the  need 
for  legislation  like  H.R.  5568.  Since  November  1981,  there  have 
been  five  mergers  of  State-chartered  savings  banks  that  required 
FDIC  assistance. 

They  included,  in  the  aggregate,  $9.3  billion  of  assets  and  $7.6 
billion  of  deposits;  1.4  million  depositors  were  involved.  In  popula- 
tion size,  that  is  the  equivalent  of  Metropolitan  Cincinnati,  Kansas 
City,  or  Buffalo.  We  were  fortunate,  I  believe,  in  that  not  one  of 
these  depositors  was  inconvenienced  for  a  minute,  nor  did  one  of 
them  lose  a  single  dime. 

The  five  proud  institutions  we  merged  were  pillars  of  community 
service.  They  survived  the  Civil  War,  Great  Depression,  bank  holi- 
days, world  wars,  only  to  succumb  to  high  interest  rates. 

We  merged  the  New  York  Bank  for  Savings  last  Friday  on  its 
163d  birthday.  It  was  the  oldest  savings  bank  in  the  State.  It  was 
created  by  special  action  of  the  legislature  in  1819.  It  was  first  to 
receive  a  perpetual  charter.  It  was  the  first  to  issue  a  passbook. 

I  would  like  to  share  something  with  you.  I  would  like  you  to  see 
the  proud  history  of  the  bank.  We  brought  with  us  the  first  ledger, 
which  shows  the  depositors  where  individuals  deposited  $1,  $2,  $5, 
in  order  to  protect  their  future. 

I  brought  this  book  from  New  York,  with  me,  and  you  may  look 
at  it  if  you  like.  I  have  also  brought  a  history  of  the  bank,  which 
the  bank  gave  us,  which  has  been  printed  for  your  records. 

The  disturbing  trend  of  these  mergers,  however,  is  that  deposits 
c  itinue  to  flow  out  of  the  merged  institution,  indicating  a  slow 
id  a  loss  of  public  confidence. 
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Bfr.  Chairman,  we  in  New  York  have  taken,  and  will  continiie  to 
take,  acticm  to  preserre  the  thrift  industry.  My  expmence  over  the 
past  year  has  certainly  ocxivinced  me  that  H Jt  5568  would  be 
hi^y  sui^wrtive  of  our  ^orts.  I  would  like,  however,  at  this  time 
to  suggest  several  initiatives  that  I  brieve  might  strength^i  the 
bilL 

First,  let's  look  at  vialnlity.  HH.  5568  would  extend  guarantees 
(mly  to  institutions  that  demonstrate  reasonable  prospects  fc»r  kng- 
term  viability. 

Who  is  to  determine  viability?  In  my  <^nni<Hi,  that  perscm  should 
be  the  primary  r^ulator,  working  in  close  cooperation  with  the  in- 
surer, the  FDIC  or  the  FSUC.  In  all  modesty,  I  believe,  I  know 
more  about  the  chances  for  survival  of  New  York  State-chartered 
institutions  than  anyone  at  the  Federal  level  of  Government. 

I  am  in  constant  communicati<m  with  the  institutions  I  regulate. 
In  addition,  die  State  banking  department,  which  I  head,  has  been 
keeiMng  track  records,  generating  computer  models,  and  monitor- 
ing deposit  levels,  long  before  it  was  publicly  acknowledged  that 
there  was  a  real  thrift  problem. 

We  know  the  management  capability,  and  the  competitive  situa- 
tion,  intraindustry  and  interindustry,  in  our  commimities.  I  am 
sure  my  counterparts  in  other  States  also  do.  For  those  institutions 
that  we  regulate  the  determination  of  viability  should  be  ours,  or, 
at  the  miniTniifTi,  shared. 

If  the  primary  regulator  is  to  be  given  this  responsibility,  though, 
he  or  she  has  an  ^ligation  as  well.  There  is,  of  course,  nothing 
that  we  or  bank  management  can  do  to  bring  down  interest  rates. 

But  the  regulators  must  take  the  initiative  to  see  that  viability  is 
insured  by  seeing  to  it  that  costs  are  reduced  as  much  as  possible 
to  minimize  the  finsmcial  assistance  needed  from  the  Federal  Gov- 
ernment. 

We  must  take  this  action,  additionally,  to  make  sure  that  Feder- 
al insurance  funds  are  protected  to  the  fullest  extent.  This,  I  be- 
lieve, is  a  major  way  in  which  State  regulators  can  save  the  tax- 
payers money,  and  guarantee  that,  if  Federal  dollars  must  be  spent 
imder  H.R  5568,  they  are  spent  after  all  other  courses  of  action 
have  been  exhausted,  and  the  degree  of  assistance  is  the  minimum 
required  imder  the  circumstances. 

Unless  interest  rates  rise  to  an  even  higher  level,  I  do  not  see  a 
need  for  any  other  major  assisted  merger  in  New  York  State  until 
much  later  this  year. 

Between  now  and  then  I  expect  to  be  tcdking  personally  with 
both  the  stroi^  and  weak  thrifts  within  my  jurisdiction.  Call  it  pre- 
ventive medicine,  but  together  with  them,  I  intend  to  explore  every 
possibility.  We  have  held  meetings  to  explore  joining  strong  thrifts, 
and  making  a  combined  stronger  institution. 

In  that  way  we  plan  to  create  potentifid  acquirers  for  our  weaker 
constituents.  Mergers,  in  other  than  crisis  situations,  can  produce 
institutions  requiring  less  assistance  when  they  are  called  upon,  in 
the  crunch,  to  absorb  an  ailing  one. 

It  mi^t  very  well  be  that  some  urban  areas,  in  New  York  and 
elsewhere,  are  overbanked. 

Chairman  Gonzalez.  Excuse  me,  I  hate  to  interrupt  you,  but  we 
have  a  very  important  recorded  vote  coming  up. 
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So,  we  intend  to  recess  for  10  minutes  to  allow  every  member  to 
be  present  and  record  his  vote  and  return. 

[Recess.] 

Mr.  Vento  [presiding].  The  subcommittee  will  come  to  order,  the 
guests  will  take  their  seats  and  refrain  from  audible  conversation, 
so  we  can  hear  from  the  gentlelady  from  New  York. 

Ms.  Siebert,  would  you  care  to  take  up  where  you  left  off?  We 
apologize  for  the  lengthy  delay.  However,  we  had  a  string  of  votes. 

Ms.  Siebert.  Thank  you  for  the  opportunity  of  continuing. 

The  last  paragraph  I  had  talked  about  went  into  the  fact  that  we 
have  held  meetings  on  the  need  for  joining  strong  thrifts  together 
so  that  they  can  take  over  the  weaker  ones  and  require  less  assist- 
ance  then  they  would  without  the  merger  of  stronger  institutions. 

It  may  very  well  be  that  some  urbam  areas  in  New  York  and 
elsewhere  are  overbsmked.  Perhaps  some  branches  can  be  consoli- 
dated, or  even  closed.  Certainly,  economies  of  scale  can  be  effected, 
in  such  operations  as  advertising  and  data  processing.  The  physical 
size  of  branches  can  be  analyzed,  £md  action  taken  to  reduce  both 
space  and  personnel  requirements. 

In  this  regard,  let  us  recognize  the  fact  that  almost  two-thirds  of 
thrift  deposits  are  now  time  deposits,  which  do  not  need  constant 
servicing.  While  overhead  is  not  the  basic  cause  of  the  problem, 
£md  its  reduction  cannot  provide  the  ultimate  cure,  more  effective 
msmagement  of  these  expenses  can  reduce  the  amount  of  Federal 
aid  that  might  ultimately  be  required. 

I  realize  that  this  is  very  hard  medicine.  Still,  if  the  industry  is 
to  survive,  sacrifices  must  be  made.  I  believe  all  State  regulators 
should  be  looking  for  ways  to  improve  the  viability  of  the  institu- 
tions for  which  they  are  responsible,  through  merger  or  improved 
management  techniques,  or  both. 

In  rural  areas,  however,  mergers  may  not  be  feasible.  Direct  in- 
fusions of  Federal  funds  may  be  the  only  means  of  support  for 
some  of  these  thrifts.  If,  however,  we  can  take  measures  to  improve 
the  viability  of  the  institutions  in  our  urbsm  areas,  we  will  be  able 
to  afford  the  expenditures  helping  communities  which  only  have  a 
few  bsmks. 

I  would  like  to  add  that  I  do  not  consider  H.R.  5568  the  substi- 
tute for  the  direct  infusion  of  funds,  when  needed,  on  the  part  of 
the  Federal  insurer.  There  will  indeed  be  cases  when  circumstances 
will  dictate  this  course  of  action,  regardless  of  the  ratio  of  the  insti- 
tution's net  worth  of  assets. 

I  note  also  that  H.R.  5568  stipulates  that  50  percent  of  net  new 
deposits  in  assisted  institutions  must  be  invested  in  residential 
mortgages.  Personally,  I  would  raise  this  ante  to  60  percent  if  new 
mortgage  instruments  are  used. 

If  we  are  to  justify  this  legislation,  we  must  justify  the  usefulness 
of  thrift  institutions  in  American  society.  They  must  continue  to 
be,  as  they  have  been  in  the  past,  the  principal  source  of  home  fi- 
nancing for  the  American  family. 

I  would,  however,  suggest  that  if  there  is  to  be  amy  mandated 
spread,  the  rates  charged  for  these  mortgages  be  pegged  at  2  per- 
cent, rather  than  1  percent,  above  the  marginal  cost  of  funds. 

Studies  indicate  that  1  to  1.5  percent  is  the  break-even  point  for 
most  thrifts.  The  2-percent  spread  should  encourage  a  greater 
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avaflafadity  of  mortgage  funds  bj  proridiiig  the  opportunity  for  the 
ii— iiiiiiiiMi  to  make  a  profit  on  these  loans  to  oC^  losses  on  esost- 
ing  mortgages. 

I  would  also  like  to  make  an  exception  to  the  requiremoit  that 
GO  peiccMt  of  net  new  deposits  be  cfaannded  into  home  mortgages. 
Ttet  eaooeplion  woidd  be  those  thrifts  that  ha^e  oigaged  in  heaTv 
botiuwing  to  meet  liquiditT  requirnnents  or  to  cope  with  deposit 
outflows^ 

They  should  be  allowed  to  ease  the  strain  they  are  current^  ex- 
periencing fay  using  net  new  deposits  to  reduce  this  indebtedness. 
This  is  an  issue  I  have  pursued  s^arately  in  terms  of  arbitrage 
limitatioos  in  tax-ez»npt  housing  funds. 

In  this  respect,  I  would  hope  this  ccxnmittee  would  prcmse^  as 
part  of  the  legislatiixi  being  considered,  the  provisi<xi  that  the 
Treasury  Dqartment  issue  letters  of  credit  to  thrift  instituti<x)s. 

Today,  many  of  these  institutions  are  pa3ring  premium  rates 
fdien  they  must  borrow  funds.  In  addition,  dealers  are  reusing  to 
do  further  business  with  many  thrifts.  They  are  not  roUing  over  ex- 
isting coQunitm^its  despite  the  feet  these  loans  are  fully  coUatera- 
liaed. 

Hie  dennse  of  the  Gre^iwich  Savings  Bank,  our  first  supervisory 
mergo*.  was  i»ecipitated  by  the  refu^  of  a  amsortium  of  foreign 
banks  to  renew  its  outstanding  loan.  I  believe  that  a  Treasury  De- 
partmoit  letter  of  credit  might  have  averted  this  action. 

On  a  more  general  basis,  I  am  convinced,  a  letter  of  credit  can 
result  in  incrrased  borrowing  power  for  thrifts,  and  specifically  at 
lower  rates.  Most  important,  the  letter  of  credit  concept  would 
result  in  no  immediate  cash  conmiitment  on  the  part  of  the  Feder- 
al Government. 

Lastly,  and  as  an  additional  means  of  expanding  the  availability 
of  credit  for  thrift  institutions,  I  suggest  that  the  legislation  em- 
power the  FDIC  and  the  FSLIC  to  insure  all  deposits  at  all  banks, 
regardless  oi  the  aze  of  the  deposit 

Bfany  thrifts  depend  on  Jumbo  CD's,  those  in  excess  of  $100,000, 
for  much  ot  their  funding.  Such  a  guarantee  would  help  reduce  the 
cost  th^  must  pay  for  tl^se  dollars. 

In  summary,  Mr.  Chairman,  H.R  5568  recognizes  the  seriousness 
of  the  problems  of  the  thrifts  and  is  evidence  of  a  serious  attempt 
on  the  part  of  Congress  to  do  the  best  that  can  be  done,  in  the  cur- 
rent economic  climate,  to  assist,  in  its  time  of  need,  an  industry 
that  has  made  such  a  substantial  contribution  to  home  financing  in 
America. 

Mr.  St  Germain.  Thank  you,  Ms.  Siebert. 

Now,  we  will  hear  from  a  pinch  hitter,  Mr.  Tieman,  who  is  here 
on  behalf  of  the 

Mr.  LaFalck.  Mr.  Chairman,  if  I  may  interrupt  you  for  a  second. 
It  is  my  imderstanding,  and  I  could  be  incorrect,  that  Ms.  Siebert 
had  to  take  a  4  p.m.  flight. 

Ms.  Siebert.  I  have  changed  it. 

Mr.  LaFalce.  OK. 

Ms.  Siebert.  I  think  it  is  too  important. 

Mr.  LaFalce.  Thank  you,  Mickey. 

Mr.  St  Germain.  I  am  sorry,  I  didn't  know  smythi 
Where  am  I  now? 
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Mr.  Tiernan,  representing  the  National  Association  of  State  Sav- 
ings and  Loan  Supervisors.  Your  entire  statement  will  be  in  the 
record,  and  you  may  proceed. 

STATEMENT  OF  RAYMOND  A.  TIERNAN,  GENERAL  COUNSEL,  NA- 
TIONAL ASSOCIATION  OF  STATE  SAVINGS  AND  LOAN  SUPERYI- 
SORS 

Mr.  Tiernan.  Mr.  Chairman,  members  of  the  subcommittee,  my 
name  is  Raymond  Tiernan,  general  counsel  of  the  National  Associ- 
ation of  State  Savings  and  Loan  Supervisors. 

I  am  appearing  instead  of  Mr.  Madsen.  Mr.  Madsen  asked  me  to 
apologize  to  the  subcommittee  and  express  his  sincere  regrets  for 
not  being  here  in  person. 

The  Arizona  State  Legislature  is  conducting  hearings  of  their 
own.  As  such,  Mr.  Madsen  was  required  to  stay  on  in  Arizona  for  a 
culmination  of  these  hearings  today. 

Mr.  St  Germain.  That  is  a  very  dramatic  example  of  the  dual 
banking  system. 

Mr.  Tiernan.  Indeed  it  is,  sir,  hopefully  in  its  finest  light. 

We  welcome  this  opportunity  to  present  to  you  the  views  of  the 
National  Association  of  State  Savings  and  Loan  Supervisors  on 
H.R.  5568,  the  Home  Mortgage  Capital  Stability  Act. 

NASS  &  LS  is  comprised  of  the  State  officials  who  regulate 
State-chartered  savings  and  loan  associations  in  51  States  and  ter- 
ritories. Our  members  supervise  and  examine  over  2,000  State- 
chartered  institutions  with  assets  of  approximately  $150  billion. 

As  State  supervisors,  we  are  primarily  concerned  with  the  pres- 
ervation of  the  dual  system  of  financial  institutions  regulation.  The 
dual  system  of  savings  and  loan  regulation  and  choice  of  chartering 
authority  has  been  the  lifeblood  and  vitality  of  competition  within 
the  Nation's  financial  institution  regulatory  structure. 

As  regulators,  we  are  concerned  about  the  impact  of  the  present 
economic  decline  upon  our  Nation's  depositories.  Specifically,  we 
are  worried  about  the  advent  of  interstate  combinations  and  indus- 
try concentrations  which  are  accelerating  at  an  alarming  rate. 

Centralization  of  the  Nation's  financial  resources  is  a  threat  to 
the  very  system  which  has  served  this  country  so  well.  Although 
we  feel  that  deregulation,  in  time,  will  move  the  financial  markets 
into  free  competition,  the  irreversible  disruption  that  has  occurred 
under  the  guise  of  husbanding  Federal  resources  has  anticompeti- 
tive effects  which  have  in  no  way  begun  to  be  measured. 

It  is  imperative  that  the  thrift  and  banking  industries  survive  as 
distinct  entities,  serving  the  various  distinct  needs  of  the  American 
public. 

Savings  and  loan  associations,  for  nearly  50  years  the  primary 
suppliers  of  home  mortgage  credit,  are  facing  severe  financial 
strain.  Low-yielding  mortgage  loan  portfolios  which  do  not  produce 
sufficient  income  to  compensate  for  increasingly  high  savings  costs 
have  forced  interstate  and  intraindustry  solutions  to  the  problems 
of  exhausted  reserves  and  net  worth. 

In  H.R.  5568,  we  see  the  foresightedness  of  Chairman  St  Germain 
this  subcommittee  in  proposing  an  affirmative  step  toward  re- 
lization  of  the  thrift  industry.  The  thrifts  are  in  desperate 
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need  of  a  program  which  will  provide  capital  assistance  to  bolster 
declining  net  worth.  We  applaud  this  subcommittee  and  the  spon- 
sor for  expeditiously  acting  in  the  public  interest  to  preserve  the 
safety  and  soundness  of  the  Nation's  financial  institutions.  H.R. 
5568  will  effectively  reduce  the  number  of  supervisory  emergency 
solutions,  prevent  the  imprudent  concentration  of  economic  power 
in  select  financial  institutions  and  preserve  competition  among  all 
depositories. 

We  furthermore  endorse  Chairman  St  Germain's  proposal  that 
H.R.  5568  be  amended  to  substitute  net  worth  guarantees  in  lieu  of 
direct  capital  assistance  involving  cash  outlays.  It  is  the  only  solu- 
tion which  we  believe  can  generate  the  necessary  immediate  sup- 
port to  ensure  its  enactment  during  this  session. 

H.R.  5568  will  help  assure  that  depository  institutions  are  operat- 
ed in  a  safe  and  sound  manner,  and  that  prudent  underwriting 
standards  are  maintained  in  the  origination  and  servicing  of  resi- 
dential mortgage  loans.  A  capital  assistance  program  using  net 
worth  guarantees  will  assure  that  some  semblance  of  the  status 
quo  is  maintained  until  a  more  comprehensive  examination  of  fi- 
nancial institutions  restructuring  can  be  completed  and  necessary 
legislation  enacted.  Thrifts  will  then  have  the  opportunity  to 
return  to  a  position  of  profitability. 

We  submit  that  any  capital  assistance  legislation  should  also 
assure  preservation  of  the  dual  system  which  has  been  the  vitality 
of  the  American  political  system  since  its  inception.  To  preserve 
the  choice  of  chartering  authoritv  for  savings  and  loan  associations 
and  to  maintain  the  dual  system  s  checks  and  balances  upon  which 
the  principle  of  federalism  is  founded  has  always  been  in  the  public 
interest. 

The  public  interest  is  today,  however,  suffering  the  deleterious 
effects  of  increased  concentration  and  combination  of  depository  in- 
stitutions occurring  in  an  environment  characterized  by  a  severe 
lack  of  time  and  funds. 

Capital  infusion  through  net  worth  guarantees  will  assist  thrifts 
in  maintaining  reasonable  capitalization  levels  and  will  thereby 
permit  the  Congress  to  consider  the  issues  of  interstate  and  intrain- 
dustry  combinations  in  a  more  orderly  fashion.  Although  H.R.  5568 
will  enable  a  more  rational  and  reflective  examination  of  the  ques- 
tion of  deregulation  of  the  financial  services  industry,  it  should  not 
be  considered  a  cure-all  for  the  problems  facing  the  thrift  industry 
today.  H.R.  5568  is  only  the  first  step  of  many  steps  which  will 
have  to  be  taken  if  the  thrift  industry  is  to  be  preserved  as  Ameri- 
ca's primary  home  mortgage  lender. 

Passage  of  H.R.  5568  would  be  an  endorsement  of  the  thrift  in- 
dustry. Providing  Government  assurance  of  the  continued  viability 
of  the  industry  through  net  worth  guarantees,  will  reaffirm  this 
Nation's  commitment  to  housing  and  preserve  a  stable  supply  of 
housing  finance. 

We  would  submit  to  this  subcommittee  that  capital  assistance 
through  net  worth  guarantees  will  create  no  new  obligations  for 
the  Federal  Government.  The  savings  and  loan  industry  has  sub- 
stantial assets  and,  within  the  last  18  months,  has  achieved  a  satis- 
factory level  of  liquidity.  What  the  industry  needs  is  interim  meas- 
ures to  buy  the  time  necessary  for  portfolio  restructuring. 
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We  reiterate  that  we  are  not  asking  the  Congress  for  a  direct 
capital  bailout;  however,  we  strongly  endorse  the  proposed  net 
worth  guarantee  for  depository  institutions  as  a  realistic  approach 
to  the  near-term  problems  of  net  worth  capital  erosion.  Net  worth 
guarantees  will  assure  the  direction  desired  by  Congress  and  the 
administration  toward  free  market  competition  with  minimum  gov- 
ernmental intrusion.  The  program  will  provide  the  vehicle  through 
which  thrifts  will  be  given  the  time  to  restructure  and  become  com- 
petitive. Capital  infusion,  implemented  through  net  worth  guaran- 
tees, will  enable  distressed  depositories  to  survive  their  present 
crisis.  Through  State  and  Federal  cooperation,  all  regulators  will 
be  able  to  develop  a  rational  approach  to  deregulation — one  which 
recognizes  the  need  to  address  market  fluctuations  and  assess  pro- 
jected effects  of  all  variances  of  interest  rates  on  institutions  in  a 
deregulated  environment. 

In  conjunction  with  our  commitment  to  the  dual  system,  we 
strongly  recommend  H.R.  5568  be  amended  to  require  State  super- 
visory concurrence  in  determining  eligibility  criteria  for  assist€uice. 
Following  the  FSLIC  determination  of  eligibility  as  detailed  under 
section  (2XA-C),  we  deem  it  essential  to  the  effectiveness  of  the  pro- 
gram that  any  assessment  of  State  institutions  under  section  (2XD) 
include  input  from  the  institution's  primary  supervisor. 

The  State  supervisor  is  expert  in  evaluating  management  re- 
sources and  local  market  areas,  determinations  which  cannot  be 
made  with  accuracy  by  a  computer  terminal  in  the  District  of  Co- 
lumbia. 

Not  all  wisdom  emanates  from  the  banks  of  the  Potomac.  Our  in- 
timate knowledge  of  management  and  operations  of  these  institu- 
tions will  be  invaluable  in  determining  whether  the  institution  has 
the  resources  and  long-term  capability  to  remain  viable. 

It  is  difficult,  however,  to  extend  our  full  cooperation  to  our  Fed- 
eral counterparts  when  they  promote  a  policy  of  mandatory 
charter  conversion.  We  will  oppose  any  requirement  for  a  State- 
chartered  institution  to  convert  to  Federal  charter  in  order  to  qual- 
ify for  any  form  of  assistance.  The  FSLIC  has  repeatedly  required 
conversion  of  charter  as  a  condition  of  FSLIC  assistance  in  inter- 
state combinations.  This  approach  severely  undermines  the  dual 
system  of  financial  institutions  regulation.  To  be  effective,  all  as- 
sistance to  qualified  institutions  must  be  undertaken  through  the 
cooperative  efforts  of  both  State  and  Federal  regulatory  authorities 
with  a  minimum  of  preemption  of  State  law  and  Government  in- 
trusion. 

It  is  the  goal  of  the  administration  and  the  new  federalism  to  de- 
liver authority  over  State  interests  and  programs  back  to  the  State 
legislatures  and  administrators  and  any  capital  assistance  plan 
must  be  constructed  with  that  goal  in  mind. 

H.R.  5568  will  cost  the  Treasury  nothing  to  insure  the  net  worth 
of  declining  depositories,  and,  more  importantly,  it  will  alleviate 
the  disruption  of  the  financial  services  market  which  of  late  has 
been  severely  distorted.  The  combinations  now  taking  place  are  not 
responsive  to  local  residential  finance  needs  and  increase 
anticompetitiveness  resulting  in  a  dangerous  concentration  of  fi- 
I     ic      and  economic  resources.  Deregulation  was  intended  to  pro- 

>     competition  and  may  well  have  the  opposite  effect.  Thrift  in- 
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stitutions,  the  disadvantaged  participants,  require  transitional 
tools.  H.R.  5568  is  a  tool  which  is  needed  today.  Additional  tools  in- 
cluding expanded  deregulation  of  investment  authority,  low-yield- 
ing mortgage  loan  warehousing,  and  interest  rate  mortgage  buy 
downs  should  also  be  considered  by  this  Congress. 

Housing  subsidies,  in  the  form  of  interest  rate  buy  downs,  is  the 
preferable  vehicle  through  which  affordable  housing  may  be  pro- 
vided to  the  American  people.  We  cannot  support,  in  its  present 
form,  the  requirement  of  H.R.  5568  that  while  capitisd  assistance  or 
net  worth  guarantees  are  outstanding,  institutions  must  make  resi- 
dential mortgage  loans  at  below  market  interest  rates. 

This  requirement  will  preclude  any  participating  institution  from 
achieving  revitalization.  We  submit  to  this  subcommittee  that  our 
institutions  cannot  afford  to  make  below  market  mortgage  loans 
and  at  the  same  time  offer  new  ceilingless  instruments  to  attract 
savings  inflows.  This  requirement  will  have  a  detrimental  impact 
on  any  new  growth  and  is  unreasonable. 

This  subcommittee  must  act  to  protect  the  independent  identity 
of  the  savings  and  loan  industry  and  insure  a  stable  supply  of  hous- 
ing finance  for  future  generations.  A  Government  guarantee  of  net 
worth,  at  this  time,  will  permit  the  doors  to  remain  open  long 
enough  to  preserve  the  specialized  corporate  form  of  the  thrift  in- 
stitution and,  thus,  reduce  the  adverse  structural  impact  resulting 
from  large-scale  combinations  of  distressed  institutions. 

Our  mandate  as  regulators  is  to  preserve  and  protect  the  institu- 
tions which  we  supervise.  We  can  only  do  this  if  given  the  opportu- 
nity to  participate  in  the  rehabilitative  and  regenerative  process. 
Cooperation  among  all  flnancial  institutions  regulators  is  essential 
to  pr^rve  the  thrift  industry. 

In  closing,  we  reaffirm  our  support  for  this  legislation  but  ask 
that  this  subcommittee  amend  this  legislation  to  provide  for  capital 
assistance  through  the  use  of  net  worth  guarantees  and  to  require 
the  concurrence  of  State  regulators  in  all  decisions  regarding  the 
eligibility  of  qualifled  depositories. 

Thank  you  for  permitting  us  this  opportunity  to  share  our  views 
with  you. 

Mr.  St  Germain.  We  are  happy  to  have  you,  with  this  testimony. 

Now,  I  will  call  on  the  distinguished  gentleman  from  the  great 
State  of  New  Jersey,  to  introduce  our  next  witness. 

Mr.  MiNiSH.  Thank  you,  Mr.  Chairman.  Mr.  Chairman,  and  col- 
leagues, it  is  my  pleasure  to  introduce  the  new  commissioner  of 
banking  of  the  State  of  New  Jersey. 

Mike  Horn,  in  the  short  period  he  has  been  the  commissioner  of 
banking,  has  been  very  active,  and  all  of  the  reports  that  we  get 
are  very  good.  I  don't  know  what  else  to  say,  Mr.  Chairman,  be- 
cause I  didn't  have  an  opportunity  to  read  your  your  testimony.  I 
reserve  my  judgment. 

STATEMENT  OF  MICHAEL  HORN,  COMMISSIONER  OF  BANKING. 
STATE  OF  NEW  JERSEY 

Mr.  Horn.  Thank  you,  Congressman  Minish.  I  am  the  commis- 
sioner of  banking  of  the  State  of  New  Jersey,  and  I  appreciate  the 
opportunity  to  appear  before  you  on  H.R.  5568. 
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Congressman  St  Germain,  I  am  deeply  troubled  by  the  financial 
condition  of  our  thrift  institutions.  I  am  even  more  troubled  by  in- 
dustry opinion  that  there  are  not  only  insufficient  assets  in  the  in- 
surance funds  to  provide  for  liquidations  of  failing  institutions,  but 
also  insufficient  assets  to  provide  even  minimal  assistance  in  assist- 
ed mergers,  particularly  those  supervised  by  the  FSLIC. 

Apparently,  the  Congress  is  now  beginning  to  come  to  grips  with 
this  enormous  contingent  liability  by  the  passage  of  the  full  faith 
and  credit  resolution. 

Although  I  am  confident  that  both  the  FDIC  and  FSLIC  are  con- 
sciously and  imaginatively  dealing  with  supervisory  mergers,  their 
limited  funds  have  led  to  solutions  in  some  cases  resulting  in  back 
door  interstate  banking. 

It  should  be  Congress  itself,  which  has  both  the  resources  and 
input  to  make  the  difficult  decisions  on  this  issue,  rather  than  the 
insurance  agencies,  acting  under  the  limited  time  and  fiscal  con- 
straints involved  in  dealing  with  failing  thrifts. 

Assistant  Treasury  Secretary  Roger  Mehle  discussed  such  legisla- 
tive approaches  rather  than  administration  in  his  testimony  before 
this  subcommittee. 

Further,  individuals  do  not  always  differentiate  between  differ- 
ent types  of  financial  institutions.  Each  time  a  troubled  thrift  is 
merged,  the  attendant  publicity  erodes  confidence  in  all  financial 
institutions.  As  the  rate  of  failure  increases,  this  erosion  could  be 
devastating.  Some  have  already  perceived  a  quiet  run  on  some  fi- 
nancial institutions. 

Also,  the  current  plight  of  our  thrifts  is  one  of  the  reasons  that 
the  Depository  Institutions  Deregulation  Committee  has  been  re- 
luctant to  carry  out  its  mandate;  preventing  both  commercial 
banks  and  thrifts  the  opportunity  to  compete  with  money  market 
funds.  Legislation  assisting  the  thrifts  would  give  the  DIDC  greater 
freedom  to  address  deregulation  in  an  unhampered  fashion. 

For  the  foregoing  reasons,  I  feel  that  the  dialog  opened  by  H.R. 
5568  is  desirable.  Federal  Home  Loan  Bank  Board  Chairman 
Pratt's  statement  to  this  subcommittee  indicated  also  that  en- 
hanced Federal  presence  in  some  form  may  be  a  prudent  step. 

I  would  like  to  add  to  the  dialog  by  making  the  following  sugges- 
tions for  improvement  to  the  bill: 

First,  the  interest  rate  limitations  would  be  counterproductive. 
As  Assistant  Treasury  Secretary  Mehle  noted  before  this  commit- 
tee, that  provision  of  the  bill  would  actually  exacerbate  the  prob- 
lems the  bill  is  designed  to  help.  If  indeed  there  is  a  future  to  thrift 
institutions,  it  will  not  come  about  by  requiring  them  to  make  un- 
profitable loans. 

Second,  State  regulators  are  equally  concerned  with  the  safety 
and  soundness  of  the  thrifts.  I  would  suggest  that  H.R.  5568  be 
broadened  in  a  manner  which  would  permit  the  States,  in  concert 
with  the  Corporation,  to  determine  eligibility  for  assistance  under 
the  program.  A  joint  effort  would  enhance  the  probability  that  the 
intent  of  H.R.  5568  is  carried  out.  For  example,  in  New  Jersey  we 
recently  enacted,  on  a  bipartisan  basis,  cross-industry  merger  legis- 
lation. This  legislation  has  and  will  give  my  department  and  the 
i  ring  authorities  jointly  additional  tools  and  flexibility  in  find- 
solutions. 
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Third,  as  Chairman  Isaac  indicated,  controls  should  be  provided 
preventing  the  legislation  from  being  used  to  subsidize  loss  from 
portfolio  sales,  regulating  compensation  increases,  and  also  provid- 
ing for  termination  of  payment  to  institutions  which  cannot  be  sal- 
vaged. 

Fourth,  I  would  also  support  consideration  of  Chairman  Pratt's 
suggestions  on  formulas  for  assist€uice  which  would  encourage  cost 
cutting. 

Fifth,  Mr.  Sponsor  and  members  of  the  subcommittee,  I  believe 
that  with  assistance  of  l^islation  similar  to  H.R.  5568,  which  will 
enable  thrifts  to  buy  time,  thrifts  can  eventually  survive  the  crisis 
and  return  to  profitability.  I  do  not,  however,  believe  that  such  aid 
is  necessarily  incidental  to  restructuring  of  thrifts  into  commercial 
lending  areas  and  thus  creating  part  thrifts,  part  minicommercial 
banks.  If  thrifts  are  worth  preserving,  and  I  do  believe  that  they 
are,  they  are  worth  preserving  as  thrifts.  The  current  use  of  rate- 
sensitive  mortgage  instruments  shows  that  home  mortgages  can  be 
made  profitably,  and  therefore,  thrifts  do  not  need  commercial 
lending  powers  to  survive  on  a  long-term  basis.  I  do  agree,  howev- 
er, that  thrifts  will  ultimately  n«Bd  the  power  to  compete  with 
money  market  funds  with  an  unregulated  transactional  account. 

Mr.  Chairman,  I  thank  you  and  the  members  of  this  subcommit- 
tee for  the  opportunity  to  present  my  views.  I  would  be  pleased  to 
answer  any  questions  members  might  have. 

Chairman  Gonzalez.  Joe,  I  want  you  to  know  he  is  not  bad. 

Mr.  MmiSH.  I  told  you  that.  Thank  you,  Mr.  Chairman. 

Mr.  St  Germain.  As  a  matter  of  fact,  I  think  he  is  a  rather  gutsy 
individual.  I  refer  to  your  statement.  I  don't  know  if  the  members 
of  the  committee  caught  this  right  at  the  end. 

I  do  not,  however,  believe  that  such  aid  is  necessarily  incidental  to  restructuring 
of  thrifts  to  commercial  lending  areas  and  thus,  creating  part  thrifts,  part  minicom- 
mercial banks. 

If  thrifts  are  worth  preserving,  and  I  do  believe  that  they  are,  they  are  worth  pre- 
serving as  thrifts.  The  current  use  of  rate-sensitive  mortgage  instruments  shows 
that  home  mortgages  can  be  made  profitably,  and  therefore,  thrifts  do  not  need 
commercial  lending  powers  to  survive  on  a  long-term  basis. 

I  have  a  good  memory.  And  other  than  those  who  opposed  com- 
mercial lending  powers  for  the  thrifts,  with  understandable  rea- 
sons, I  think  you  are  No.  1  in  your  category  to  make  a  statement 
such  as  this. 

Maybe  it  is  because — I  don't  say  this  in  a  derogatory  fashion — 
you  have  just  been  on  board  55  or  60  days.  What  do  you  think  of 
that  statement,  Ms.  Siebert? 

Ms.  Siebert.  The  savings  we  gave  the  savings  banks  in  New  York 
State,  the  right  to  put  up  20  percent  of  their  assets  into  consumer 
loans  or  not  mortgage  loans  of  which  one-fourth  or  5  percent  could 
be  in  commercial  loans. 

Mr.  St  Germain.  Which  is  in  conjunction  with  what  we  did  on  a 
national  basis? 

Ms.  Siebert.  Yes,  we  played  catchup,  so  to  speak.  If  the  banks 
would  have  had  these  powers,  if  they  had  these  kind  of  loans,  I 
think  they  would  be  in  better  shape,  because  they  would  have  had 
loans  that  reflected  the  cost  of  money. 
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The  new  mortgage  instruments  today — and  I  believe  that  the 
new  mortgage  instruments  will  be  the  only  kind  that  are  written, 
the  ones  that  go  up  with  the  cost  of  money,  will  enable  the  banks 
to  make  money  on  these  instruments. 

I  do  feel,  though,  that  banking  is  changing  and  the  whole  finan- 
cial structure  is  changing  in  this  country.  The  current  savings 
banks  or  thrift  institutions  will  end  up  as  the  one-stop  shopping 
banks  for  individuals  in  the  future. 

It  will  be  the  community  bank  for  people  issuing  the  automobile 
loans,  the  credit  cards,  but  especially  they  will  stay  mainly  in  fi- 
nancing and  mortgages. 

Maybe  that  is.  a  long  answer  for  a  short  question. 

Mr.  St  Germain.  I  would  ask  Mr.  Tiernan  and  Mr.  Malarkey  if 
they  would,  for  the  record,  also  address  that  particular  question  in 
writing,  rather  than  at  the  present  time. 

[In  response  to  the  request  of  Mr.  St  Germain,  the  following  cor- 
respondence was  received  for  inclusion  in  the  record:] 
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would  involve  those  most  familiar  with  the  day-to-day  regula- 
tion of  the  institution  in  the  eligibility  process  and  reduce 
the  increased  work  load  to  which  Chairm£m  Pratt  referred  in 
his  prepared  statement  of  March  24  (page  18) . 

Provisions  Tor   Profitable  Mortgage  Lending 

Pursuant  to  your  request,  CSBS  staff  has  been  in  contact  with 
Committee  staff  in  regard  to  two  suggested  technical  changes. 
First  CSBS  suggested  that  at  least  60%  of  new  deposit  funds 
b«  required  to  flow  into  real  estate  loans  and  related  activity 
rather  than  the  50*  in   the  proposed  bill   However,  as  a  result 
o(  converoations  with  staff,  CSBS  would  also  suggest  that  the 
limitation  to  first  time  buyers  also  be  eliminated  so  that  a 
broader  base  of  thrift  institution  growth  can  be  realized. 

The  second  technical  change  involved  our  request  that  depository 
institutions  not  be  required  to  itiake  these  loans  at  1%  or  less 
over  their  average  cost  of  funds   Over  the  last  decade  regula- 
tors and  bankers  have  learneii  all  too  clearly  and  painfully  that 
the  marginal  cost  of  new  funds  is  more  critical  than  average 
cost  of  total  funds  in  calculating  the  interest  spread  that 
must  be  earned  in  order  to  be  profitable   They  have  also  learn- 
ed that  average  margins  of  1%  or  less  would  "break"  traditional 
depository  institutions*   CSBS  believes  that  no  limit  should  be 
placed  on  interest  rates  for  these  real  estate  loans  arid  that 
competitive  forces  resulting  from  a  number  of  institutions 
striving  to  place  60%  of  their  new  funds  into  the  market  will 
be  sufficient  protection  for  the  conswner   If  institutions 
can  make  a  fair  profit,  real  estate  lending  will  return.   Our 
MtafE  will  be  developing  some  marginal  cost  estimates  at  the 
request  of  your  staff. 

Preserving  Thrifts  As  Thrifts 

Another  witness  suggested  that  "if  thrifts  are  worth  preserving 
...they  are  worth  preserving  as  thrifts."   Chairman  St  Germain 
requested  our  comments  on  this  issue. 

As  we  stated  in  our  testimony,  the  Conference  of  State  Bank 
Supervisors  has  generally  taken  a  "no  policy"  stance  on  increas- 
ed asset  powers  for  thrifts-   CSBS  has  testified  against  extend- 
ing to  the  thrift  industry  commercial  bank  asset  powers  without 
equalizing  competition  and  subjecting  S&Ls  to  state  authority 
under  the  rubric  "no  homogenization  without  McFaddenization. " 
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Voic*  of  th« 


National  Association  of 

State  Savings  &  Loan  Supervisors 

1001  CONNECTICUT  AVENUE.  N  W  .  SUITE  800.  WASHINGTON.  O  C  20a»  •  (202)  4S2-1S23 


■OARO  OF  oiniCTons 


April    15,    1982 


Clark  W  Wld*m«n 


William  S  B«rgman 


Haymond  A  Tl«rnan 


The  Honorable  Fernand  St  Germain 
Chairman,  House  Committee  on  Banking, 

Finance  and  Urban  Affairs 
2129  Rayburn  House  Office  Building 
Washington,  D.C.   20515 

Dear  Mr.  Chairman: 

On  March  31,  1982,  the  National  Association  of  State  Savings  &  Loan 
Supervisors  ("NASS&LS")  testified  before  the  House  Banking  Subconnittee 
on  Housing  and  Conmunity  Development  with  respect  to  the  Home  Mortgage 
Capital  Stability  Act,  H.R.  5568  (the  "Act").  During  the  course  of  our 
testimony  you  and  members  of  the  Subcommittee  raised  several  questions 
which  you  asked  that  we  respond  to  in  tiriting.  This  letter  is  in 
response  to  that  request.  Set  forth  below  is  a  summarization  of  the 
questions  posed  and  our  response  thereto.  We  have  also  taken  this 
opportunity  to  reemphasize  our  position  that  the  Act  be  amended  to 
provide  for  a  concurrent  determination  of  "viability"  by  the  Federal 
Savings  and  Loan  Insurance  Corporation  ("FSLIC")  and  the  state  super- 
visor where  an  insured  state  chartered  institution  is  involved. 


I.  Does  NASS&LS  object  per  se  to  the  proposed  requirement  that 
Qualified  institutions"  %>hich  receive  a  capital  infusion  invest 
5031  of  their  annual  net  new  savings  deposits  in  residential 
mortgage  loans,  or  is  NASS&LS*  objection  confined  to  the  imposi" 
tion  of  a  requirement  that  the  residential  mortgage  loans  be  made 
at  an  interest  rate  equivalent  to  IX  above  the  institution's 
average  cost  of  funds? 

The  National  Association  of  State  Savings  &  Loan  Supervisors  is 
primarily  concerned  with  assuring  and  promoting  the  safety  and  sound- 
ness of  the  savings  and  loan  industry,  in  general,  and  of  state 
chartered  institutions,  in  particular.  In  fulfilling  our  commitment  to 
that  goal  we  are  most  concerned  that  the  proposal  that  an  assisted 
institution  shall  be  required  to  invest  50Z  of  net  new  savings  in 
residential  mortgages  at  an  interest  rate  not  to  exceed  IX  above  the 
institution's  average  cost  of  funds  will  simply  compound  the  industry's 
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Bank  Board  ("FHLBB")  policy  to  require,  as  a  step  incident  to  the 
receipt  of  capital  assistance  or  participation  in  the  "Phoenix" 
program,  the  conversion  from  state  to  federal  charter.  The  FHLBB 
justifies  this  mandatory  charter  conversion  on  the  FSLIC's  need  for 
flexibility  in  regulating  distressed  institutions  as  federally  char* 
tered  associations  in  order  to  protect  the  integrity  of  the  insurance 
fund.  NASS&LS  strongly  opposes  this  policy  as  it  is  overly  broad  and  as 
an  undermining  of  the  dual  system's  fundamental  commitment  to  freedom 
of  choice  of  chartering  authority.  The  flexibility  which  the  FSLIC 
maintains  it  needs  in  regulating  distressed  institutions  can  be 
achieved  by  far  less  overreaching  means.  We  submit  to  you  that  there  is 
no  compelling  reason  for  the  policy  of  mandatory  charter  conversion. 

Thank  you  for  this  opportunity  to  submit  our  written  responses  to 
the  issues  raised  before  the  Subcommittee.  Should  you  have  any  further 
questions  or  comments  with  regard  to  the  Act,  or  other  related  financial 
institutions  legislation,  please  do  not  hesitate  to  contact  us. 

Sincerely, 

NATIONAL  ASSOCIATION  OF  STATE 
SAVINGS  i^fSiN  SUPERVISORS 


^jlIC^U^ 


Clark  W.  Wideman 
Vice  President 

Mr.  St  Gerbiain.  I  would  like  to  get  a  few  other  areas  covered. 
On  the  role  of  the  State  supervisors,  all  four  of  you  have  made  it 
clear  that  you  feel  that  the  State  supervisors  should  be  involved. 

I  would  like  my  staff  to  work  with  you  people  on  this.  I  would  be 
very  reluctant  to  go  as  far  as  to  say  you  should  have  a  veto  power. 
I  would  say  strong  consultation,  important  consultation.  We  might 
be  able  to  work  out  something  like  that. 

Would  that  suffice?  Let's  start  with  Mr.  Horn. 

Mr.  Horn.  Congressman  St  Germain,  I  think  at  the  very  least,  a 
requirement  that  there  be  consultation,  to  my  mind,  would  be  sat- 
isfactory. I  would  also 

Mr.  St  Germain.  I  am  talking  about  making  it  a  statutory  re- 
quirement. 

Mr.  Horn.  I  think  that  would  be  an  acceptable  solution.  But 
while  you  are  on  that  same  issue,  it  actually  works  two  ways.  One 
is  State  input,  the  other  is  power  of  the  insuring  authorities.  There 
has  been  some  talk  that  along  with  the  ability  to  give  aid,  that  the 
insuring  authorities— I  think  it  was  Mr.  Tiernan  mentioned,  there 
is  an  unwritten  requirement  that  there  be  a  conversion  to  Federal 
charter. 

So,  along  with  requiring  at  least  a  statutory  requirement  of  State 
input,  if  you  as  sponsor  could  somehow  look  into  requirement  that 
the  insuring  authorities  not  have  additional  powers  over  what  they 
already  have,  particularly  the  requirement  that  there  be  a  conver- 
sion to  the  Federal  charter,  which  I  think  is  very  dangerous. 

Mr.  St  Germain.  I  agree.  We  don't  make  any  proviso  in  legisla- 
tion to  date  for  mandatory  conversion  and  it  is  not  our  intent  to 
have  such  a  requirement. 

We  could  either  put  it  in  a  report,  I  don't  think  we  would  have  to 
make  it  statutory? 
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Mr. 

Mr.  Tbbnan.  As  that  was  mj  statemenu  p^iiaps  I  could  darii^ 
the  statement  in  the  record. 

The  procesB*  as  it  exisis  today  under  the  FSLIC 

Mr.  Sr  GmMAiN.  The  m»gar  fwooess? 

Mr.  TiBSNAN.  Tes,  and  frankly,  sir,  the  Pho«[iix  program,  as  they 
ha^Fe  put  it  in  fdaoe  today.  As  of  this  date  fiHir  Phoenixes  have 
beoi  created  in  which  eadi  of  the  surriving  entities  have  been  Fed- 
oal  or  fedoralixed. 

One  association  was  a  State  chartered  institution  pri«r  to  b^ng 
Phoenixed.  Having  served  as  counsel  to  several  associations  which 
have  be»i  charactenxed  as  supervisory  cases,  I  can  assure  you  that 
omversioo  to  a  Fed^al  diart«r  is  a  mandatory  step  to  b^ng  the 
cmter  of  any  such  Pho^iix.  The  justificaticm  for  this  p^icy  in  the 
need  for  Federal  authority  to  regulate  the  surviving  instituticm 
from  cradle  to  grade. 

Mr.  Sr  Germain.  Ms.  Sid)ert? 

Ms.  &BBEBT.  I  very  reluctantly  suggested  to  the  banking  board  of 
the  State  of  New  York  and  they  voted  it  at  the  last  meeting,  that  I 
have  the  power  to  stop  any  conversion  of  a  troubled  State-char- 
tered thrift  institution  to  a  Federal  charter. 

I  have  been  told  that  one  of  the  ways  that  the  FDIC  was  antici- 
pating dealing  with  some  of  our  institutions  was  to  insist  that  they 
omvert  to  a  Federal  charter,  merge  them  across  State  lines  into  a 
diell  erf*  an  S.  &  L.,  where  they  would  either  make  them  a  stock 

T oration  or  sell  them  to  whoever  they  felt  like  selling  them  to. 
very  reluctantly  did  it.  It  was  the  only  way  that  I  could  say 
that  we  would  have  a  definite  input  into  the  ultimate  outcome  of 
our  troubled  institutions. 

Mr.  Malarkey.  I  think  State  supervisors  have  to  have  some  part 
in  this  program.  I  have  been  consulted  a  number  of  times  by  the 
Federal  agencies  and  I  work  with  both  of  them. 

Consultation  doesn't  gain  the  State  supervisor  much,  sir.  We  get 
listened  to  and  then  they  do  what  they  want. 

I  think  we  need  a  little  stronger  role. 

Bifr.  St  Germain.  Well,  I  would  ask  you  to  consider  that  in  this 
instance  what  we  are  talking  about  is,  a  statutory  requirement  for 
consultation. 

We  are  going  to  require  that  there  be  a  finding  that  the  institu- 
tion is  viable,  that  is  the  important  thing. 

Of  what  value  is  it  to  issue  a  net  worth  guarantee  certificate  to 
the  institution  tiiat  meets  the  requirements  if  it  is  not  going  to  sur- 
vive? 

And  certainly,  the  input  of  the  State  supervisor,  is  very  impor- 
tant, because  in  many  instances,  they  have  probably  been  closer  to 
those  institutions  than  the  Federal  agencies. 

It  is  not  a  question  of  a  merger,  or  anything  of  the  sort,  now.  Re- 
member this. 

So  I  think  that  you  should  give  consideration  to  the  fact  that  in 
this  instance  consultation  might  well  be  more  important  than  what 
you  have  seen  before,  because  they  would  have  ta  be  able  to  dem- 
onstrate that  they  have  consulted  with  the  State  supervisory 
agency  prior  to  determining  that  the  institution  was  salvagea 
80  to  speak. 
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Otherwise,  they  would  be  in  violation  of  the  congressional  man- 
date. 

Mr.  Malarkey.  OK,  sir. 

Mr.  St  Germain.  The  whole  purpose  of  these  hearings  on  this 
legislation  is  to  seek  your  recommendations  and  those  of  the  other 
witnesses. 

We  are  asking  you  for  recommendations  for  improvements,  to 
tell  us  where  you  feel  that  there  are  some  shortcomings. 

Because  if  we  are  going  to  do  this,  we  want  to  do  it  in  the  right 
manner.  There  is  no  pride.  We  repeat  again,  our  feet  are  not  set  in 
concrete  on  this. 

We  are  just  trying  to  come  up  with  the  best  piece  of  legislation 
possible.  It  will  be  reintroduced  at  the  conclusion  of  th&  set  of 
hearings  so  that  we  have  got  something  that  is  meaningful  and 
that  we  avoid  any  mistakes  and  pitfalls  and  I  would  like  to  go  on, 
but  I  want  to  share  the  time  with  my  members. 

I  have  a  few  other  questions  I  would  like  to  propound  after  the 
other  members  have  had  their  turn. 

Mr.  Stanton? 

Mr.  Stanton.  Thank  you  very  much,  Mr.  Chairman. 

Welcome  to  this  subcommittee.  We  appreciate  your  testimony. 
The  divergencies  of  views  that  make  eventually  legislation  have 
been  expressed. 

We  are  especially  pleased  to  see  Ms.  Siebert  again.  I  sometimes 
think  I  see  you  more  often  than  I  have  seen  my  ^^e  over  the  last  3 
months.  But  I  do  appreciate  the  interest  that  you  have  in  your 
State  and  the  time  you  spend  when  you  come  down  to  Wafifhington 
and  keep  us  informed  of  what  is  happening.  I  am  very  sincere 
about  that. 

One  question  to  you,  Mr.  Horn,  maybe  you  have  the  answer.  I 
read  the  future  of  your  thrift  industry  a  little  bit  different  from 
our  chairman. 

If  you  just  have  this  answer,  we  can  solve  this  thing.  You  do 
agree,  I  am  quoting  you,  that  "Thrifts  will  need  the  power  to  com- 
pete with  money  market  funds  with  an  unregulated  transactional 
account." 

This  would  be  one  of  the  highest  paying  instruments,  wouldn't 
you  agree  with  that? 

Mr.  Horn.  Yes;  that's  correct. 

Mr.  Stanton.  Before  that,  you  say  that  we  are  certainly  in 
agreement  that  the  thrifts  are  worth  preserving  as  thrifts.  I  pre- 
sume that  you  mean  their  role  should  be  to  provide  long-term 
mortgages? 

Mr.  Horn.  Not  quite.  Congressman. 

Mr.  Stanton.  I  thought  you  were  taking  care  of  the 

Mr.  Horn.  I  didn't  mean  long  term  because  long  term  with  ad- 
justable rate,  yes.  But  I  meant  thrifts  for  home  mortgages. 

That  doesn't  necessarily  mean  a  long-term  mortgage  unless  it  is 
adjustable  rate. 

Mr.  Stanton..  Do  you  think,  then,  that  in  this  feature  that  lies 
ahead  of  us,  that  thrift  institutions  can  be  profitable — of  course,  I 
am  sure  we  would  agree  on  that? 

Mr.  Horn.  Yes. 
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Mr.  SukmoBi.  Tbar  can  punife  moDer  ourtcet  land  nitK  and 
lend  loog^cnn  variable  rmxe  mortgages? 

Mr.  Akn.  Tes;  I  da.  Goagressman. 

Mr.  SiAKiTOf.  Toa  da.  widk  Docfai^g  else? 

Mr.  Homx.  WelL  I  didn^t  mean  with  Doching  eis^  We  need  HJt 
3568  in  soBae  farm. 

lir.  Stakiok.  I  don*t  mean  that.  I  mean  to  enable  the  indttsixy 
to  stand  on  its  feet. 

lir.  HmtN.  Tes;  vny  dearly  sa  I  meant  it  wb^n  I  said  that 
thrifts  can  lend  {Krofitably  for  home  nxxtga^es.  And  they  can  do 
that  even  with  the  lidlHli^  side  q£  having  to  pay  high  rates  in  com- 
petiticm  to  money  mai^et  funds. 

Once  we  can  get  than  back  to  profitable  again^  they  do  have 
long-tmn  viaUe  life  ahead  <^  them,  if  we  can  get  over  this  serious 
proUem. 

Mr.  Stanton.  In  paying  money  market  rates? 

Mr.  H<»N.  That's  nght.  I  dcm't  know  what  money  market  rates 
are  today,  but  let's  guess  13,  13  Vi. 

Mr.  Sr  Gekmain.  It  is  13%  percent 

Mr.  H<»N.  Let's  assume  13^2,  2  percent  spread  is  all  that  is 
needed. 

A  lot  of  pe<H>le  would  like  to  have  mortgages  today  at  IbVt  or  16 
percent  if  they  could  get  them.  So  I  think,  yes,  that  thrifts  can  stay 
alive,  pay  money  market  rates  on  their  deposits,  and  make  adjust- 
able  rate  mortgages  that  would  rise  and  fall  with  the  money 
market. 

Mr.  Stanton.  One  of  the  smartest  people  1  knew  in  the  savings 
and  loan  industry  said  that  if  we  do  nothing  to  subsidize  the  indus- 
try, in  the  next  5  years  we  will  lose  half  of  the  industry,  we  will 
lose  2,000  institutions. 

"The  2,000  you  have  left",  he  said,  '*will  be  the  strongest,  most 
powerful  institutions  in  our  country?*' 

What  do  you  think  about  that? 

Mr.  Horn.  I  guess  I  agree  with  it— was  the  statement  if  we  do 
nothii^. 

Mr.  Stanton.  If  we  do  not  act  with  a  cash  infusion  plan  and  the 
rest  of  it,  that  is  proposed  at  the  present  time? 

Mr.  Horn.  That  we  will  end  up  with  the  strongest  institutions. 

Mr.  Stanton.  He  thinks  eventually — it  is  a  question  of  how  long, 
5  years,  10  years — those  institutions,  with  the  additional  powers, 
would  virtually  become  banks. 

Mr.  Horn.  I  have  to  disagree  with  that. 

Page  1  of  my  statement  indicates  that  if  we  do  nothing,  there  is 
not  enough  money  in  the  funds  to  do  what  has  to  be  done. 

That  is  what  really  concerns  me.  Now  1  know  that  the  people  in 
this  room  are  aware  of  the  problem  or  you  wouldn't  be  here  and 
this  bill  would  not  have  been  proposed  by  Congressman  St  Ger- 
main. 

I  wish  the  concern  of  those  in  this  room  would  become  more  per- 
vasive and  the  administration  would  also  become  as  concernea  as 
you  are. 

I  think  we  cannot  afford  to  do  nothing.  If  you  read  as  many 
statements  as  I  have,  doing  nothing  will  be  much  more  ex  "'^^ 
later  oh. 


Digitized  by  CjOOQIC 


2386 


Doing  nothing  will  render  the  thrift  industry  as  under  and  bank- 
rupt the  funds,  in  my  opinion. 

Mr.  Stanton.  Thank  you  all  once  again. 

Mr.  St  Germain.  Mr.  Minish. 

Mr.  Minish.  Ms.  Siebert,  on  page  6  of  your  statement,  you  say 
that  just  to  determine  viability,  in  your  opinion,  that  person  should 
be  the  primary  regulator.  In  the  State  of  New  York,  that  would  be 
you? 

Ms.  Siebert.  Yes. 

Mr.  Minish.  Well,  why  should  you  be  the  only  one  to  make  that 
determination  when  the  people  in  Washington  are  responsible  for 
this? 

They  are  the  ones  that  have  to  provide  the  loan  if  necessary. 

Ms.  Siebert.  I  realize  that.  I  believe  that  we  know  our  institu- 
tions and  banking  markets  in  New  York  better  than  the  Federal 
agencies.  I  could  provide  that  to  you  because,  for  example,  my  de- 
partment regulates  the  money  market  banks,  the  small  commercial 
banks,  the  savings  and  loans,  the  credit  unions,  the  savings  banks, 
et  cetera.  I  will  know  more  about  these  entire  markets  in  Buffalo, 
where  John  comes  from,  than  the  FDIC  will,  or  that  FDLIC  will, 
because  I  have  to  take  into  account  the  entire  structure  of  these 
markets  because  we  are  regulating  all  of  the  pieces. 

So  I  feel  that  I  have  a  better  understanding.  We  have  been  closer 
to  them.  We  both  see  the  same  numbers,  the  same  examination. 
We  share  examinations,  we  accept  their  reports,  they  accept  our  re- 
ports. We  also  have  very  high  tough  standards  in  New  York.  I 
cannot  let  a  bank  operate  with  a  deficit  net  worth.  The  trustees 
will  go  to  jail. 

Mr.  Minish.  It  seems  to  me  it  will  be  putting  a  lot  of  power  in 
one  person's  hands.  Would  it  not  be  better  to  do  it  jointly  with  the 
people  in  Washington  responsible  for  this  problem? 

Ms.  Siebert.  I  am  in  New  York.  I  am  only  speaking  for  New 
York  institutions. 

Mr.  Minish.  Would  not  the  approach  of  the  commissioner  of  the 
State  of  New  Jersey  be  better  to  do  it  jointly? 

Mr.  LaFalce.  We  can  work  out  a  schedule,  one  rule  for  New 
York  and  one  for  New  Jersey. 

Ms.  Siebert.  I  am  not  attempting  to  speak  for  New  Jersey.  I 
assume  Michael  Horn  would  be  able  to  say. 

Mr.  Minish.  If  it  is  legislation,  it  applies  to  50  States.  I  seem  to 
think  that  is  too  much  responsibility  for  one  individual  to  have. 
Mr.  Horn  has  recommended  a  joint  effort  to  enhance  the  intention 
of  H.R.  5568  be  carried  out.  I  also  would  like  to  see  a  joint  responsi- 
bility. 

Mr.  Horn.  That  is  correct.  I  am  not  sure  that  Ms.  Siebert  dis- 
agrees. Congressman. 

Ms.  Siebert.  I  am  saying  working  in  close  cooperation  with  the 
insurer.  I  do  not  like  to  be  told  what  is  going  to  nappen  to  our  in- 
stitutions. This  has  basically  occurred  at  times. 

Mr.  Minish.  Thank  you. 

Mr.  St  Germain.  Mr.  Evans? 

Mr.  Evans.  Thank  you,  Mr.  Chairmcm,  and  Ms.  Siebert  and  the 
commissioners  here  today.  It  is  a  special  pleasure  for  me  to  be  here 
being  the  lone  representative  of  the  House  from  Delaware.  We  wel* 
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come  Mr.  Malartey.  He  is  our  Slate  bank  coffnTnysaoper  for  the 
State  of  Delaware. 

Mr.  Malarkey.  I  would  like  to  oommefit  cm  ^roixr  tescimooj.  On 
page  4  of  jour  statem^it  yxw  say  that  the  best  Vprav  to  insure  cost- 
eflectivtaiess  is  to  target  a  program  carrowhr  to  thc^e  who  tndy 
need  assistance  and  have  a  high  probabilitr  of  b»ng  saved  if  thev 
getit 

Toa  will  have  a  very  difficult  job  of  determinii^  who  does  tndy 
need  aasistanoe  and  if  they  truly  need  assistance,  whether  they  can 
be  saved.  Because  the  more  you  need  assistance,  the  less  your 
chancRS  may  be  of  adiieving  financial  health.  It  is  a  very  difficult 
job  in<leed  that  we  will  have. 

On  page  7,  jrou  note  the  thought  expressed  by  the  Chairman,  Mr. 
St  Germain,  that  one  must  oppose  thrift  aid  measures  that  do  not 
narrowly  taiget  funds  to  these  institutions  that  need  them  the 
most,  and  could  be  made  viable  in  the  long-term  by  the  assistance. 

I  agree  with  yoa.  We  have  got  limited  resources  and  I  wonder 
what  would  ha]^>»i  if  we  tried  to  provide  assistance  on  something 
other  than  a  narrowly  targeted  base. 

I  would  think  that  there  would  be  damage  to  some  of  the  existing 
institutions  that  are  healthy,  if  we  do  not  do  that,  and  like  I  would 
like  you  to  perhaps  expand  on  that 

Mr.  Malarkey.  Well,  on  page  4,  the  comment  you  made  there, 
Mr.  Evans,  is  determining  whether  or  not  an  institution  would  be 
viable.  I  have  had  a  little  experience  in  that,  in  1976,  in  a  different 
position. 

Mr.  Evans.  You  sure  did. 

Mr.  Malarkey.  I  am  pleased  to  say  it  was  a  success  but  it  was 
very  costly  to  both  State  and  Federal  Government.  Determining 
viability  is  part  of  our  job.  It  is  something  we  have  to  do.  The  com- 
ment on  page  7, 1  just  do  not  believe  you  can  go  out  and  give  aid  in 
a  very  general  nature.  You  have  to  target  it  to  those  who  really 
need  it  and  to  those  who,  if  they  get  it,  will  have  a  very  good 
chance  of  succeeding.  Otherwise,  you  are  throwing  a  lot  of  money 
away. 

Mr.  EIvANS.  I  agree  with  our  distinguished  bank  commissioner 
from  Delaware.  There  is  no  question  about  that.  I  just  wondered 
whether  you  might  comment  on  what  would  happen  to  help  the  in- 
stitutions if  you  were  not  targeting  the  aid  in  a  more  narrow  fash- 
ion? 

Mr.  Malarkey.  Well,  I  think  I  mentioned  in  my  speech  here  or 
one  of  the  other  people  did,  the  healthy  institutions  are  suffering 
now,  from  the  lack  of  public  confidence  that  is  beginning  to  come 
about.  The  ailing  institutions— without  some  type  of  aid,  the 
healthy  institutions  can  be  harmed  from  lack  of  public  confidence. 

Mr.  Evans.  Do  any  of  the  other  members  of  the  panel  care  to 
comment  on  that  particular  point?  Do  you  agree  with  Commissoner 
Malarkey? 

Mr.  TiERNAN.  If  I  may,  Mr.  Evans.  Certainly  Chairman  Pratt 
agrees  with  Commissioner  Malarkey*s  assessment.  In  his  testimony 
before  this  subcommittee  on  March  25,  Pratt  stated  that  we  are  ex- 
periencing a  quiet  run  on  the  savings  and  loan  industry.  I  could 
not  concur  more  wholeheartedly.  A  recent  release  of  the  F< 
Home  Loan  Bank  Board's  Office  of  Policy  and  Economic  Resi 
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reflects  a  dramatic  downward  adjustment  in  savings  flows  into  the 
savings  and  loan  industry. 

If  I  may,  I  would  also  like  to  speak  to  the  point  on  consultation 
with  the  State  primary  regulator.  Perhaps  a  compromise  might  be, 
rather  than  talking  in  the  terms  of  consultation  that  we  speak  in 
the  framework  of  obtaining  concurrence  of  the  State  regulator. 

That  is,  that  when  these  determinations  of  viability  are  made, 
that  they  be  joint  determinations  wherein  the  State  supervisors 
have  the  right  to  concur.  In  the  event  concurrence  of  the  respective 
State  supervisor  is  not  received,  the  statute  could  provide  the 
FSLIC  with  the  authority  to  grant  capital  assistance  without  such 
concurrence,  provided  very  explicit  determinations  and  findings 
are  made  b  the  FSLIC. 

Mr.  Horn.  Congressman  Evans,  you  asked  for  a  general  com- 
ment on  your  question.  I  think  the  question  was  what  does  it  mean 
to  healthy  institutions  to  provide  this? 

Mr.  Evans.  What  does  it  mean  to  healthy  institutions  if  you  do 
not  narrowly  target  these  resources?  I  think  the  answer  that  Mr. 
Malarkey  gave  me  that  this  would  be  harmful  to  the  healthy  insti- 
tutions was  correct. 

Mr.  Horn.  I  would  agree  with  that  as  well.  No  one  is  entitled  to 
aid  and  that  it  should  be  targeted,  I  think  in  the  long  run  that 
benefits  all. 

Mr.  Evans.  Thank  you. 

Mr.  St  Germain.  Mr.  LaFalce. 

Mr.  LaFalce.  Thank  you,  Mr.  Chairman. 

First,  if  I  may  exhibit  just  a  little  bit  of  pride,  Mickey  has  done  a 
tremendous  job  in  New  York.  One  of  the  financial  institutions  that 
has  enabled  her  to  come  out  from  under  in  this  situation  happens 
to  be  the  Buffalo  Savings  Bank,  which  is  now  the  largest  savings 
bank  in  the  United  States  of  America.  It  took  over  Western,  over 
Union  Time,  over  New  York  Bank  for  savings. 

I  thought  that  was  going  to  be  syndicated,  I  was  a  little  surprised 
when  they  took  the  whole  thing  over.  I  am  just  pleased  that  other 
local  savings  bank  has  been  deemed  strong  enough,  well-managed 
enough,  to  be  able  to  have  been  of  such  help  in  these  troubled 
times. 

Mickey,  let's  suppose  we  have  passed  some  variation  of  H.R. 
5568.  I  have  a  number  of  questions.  Primarily,  this  is  going  to  buy 
time.  Time  is  very  important.  The  question  is  how  much  time 
would  it  buy,  it  depends  of  course  upon  the  economic  circum- 
stances, but  assuming  the  interest  rates  stay  basically  where  they 
are  at  now,  how  much  time  would  it  buy? 

Would  it  prevent  you  from  having  to  assist  other  financial  insti- 
tutions in  New  York  at  the  end  of  this  year,  as  you  presently  an- 
ticipate? What  else  might  be  needed?  Will  we  still  have  to  pursue  a 
warehousing  program  for  below-yield  mortgages,  et  cetera? 

Ms.  SiEBERT.  This  would  buy  time  which  will  not  inherently 
strengthen  the  institution  but  will  hopefully  carry  it  past  this  trav- 
esty as  I  call  it.  If  interest  rates  stay  at  this  rate,  we  need  this  bill. 
This  will  only  enable  the  institution  to  stay  alive  through  a  paper 
transfusion.  We  will  need  a  warehousing,  or  we  will  need  the  abili- 
ty of  these  institutions  if  it  works  to  sell  a  tax-exempt  certificate 
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backed  by  mortgages  to  maybe  get  these  low-yielding  mortgages 
out  of  these  portfolios  and  help  the  institutions. 

It  may  be  an  extension  of  modifications  because  it  has  tied  the 
hcmds  of  the  mortgage  agencies,  Sunny  Mae,  which  has  gone  ex  of- 
ficio. The  targeting  restrictions  are  so  tight  in  the  UUman-Conable 
regulations  that  we  were  only  able  to  issue  one  issue  last  year,  so 
far  nothing  this  year. 

So  there  are  various  things.  I  think  the  letters  of  credit  to  bring 
down  the  costs  of  borrowings,  the  repo  dealers,  many  of  our  banks 
take  their  securities,  their  GNMA's,  their  FNMA's,  they  pledge 
them  with  security  dealers  getting  cash,  which  they  use  to  meet 
outflow.  These  are  called  repos. 

The  dealers  have  not  been  rolling  them  over. 

Mr.  LaFalce.  Would  it  be  helpful  if  we  changed  the  tax  laws  to 
permit  a  long  perod  of  years  for  writing  off  a  loss  on  mortgages? 

Ms.  SiEBERT.  That  is  one  of  the  new  forms  of  accounting  which 
the  FSLIC  has  introduced.  There  are  inherent  troubles  in  that, 
John.  You  are  allowing  them 

Mr.  LaFalce.  That  is  different  from  purchase  accounting? 

Ms.  SiEBERT.  Yes,  but  they  both  mask  the  inherent  intrinsic  posi- 
tion of  this  industry. 

Mr.  LaFalce.  Let's  discuss  them  both,  separately,  because  I 
think  one  might  have  more  merit  than  the  other. 

Ms.  SiEBERT.  If  we  take  mortgages,  and  allow  the  institutions  to 
sell  them,  and  maybe  the  8.5  percent  mortgages  now  will  come  in 
60  cents  on  the  dollar,  and  allow  them  to  write  off  the  40  cents  lost 
over  a  period  of  30  to  40  years,  we  are  basically  establishing  a  good 
will  account  which  will  be  amortized  over  30  to  40  years.  If  that 
institution  goes  broke  or  fails  within  the  next — within  2  years,  5 
years,  10  years,  we  have  created  water  in  the  balance  sheet.  Some- 
body is  going  to  have  to  pick  up  that  water. 

To  the  extent  that  they  can  invest  those  funds  at  higher  yields, 
they  might  be  able  to  increase  their  current  income  but  not  enough 
to  offset  the  writing  off  of  that  good  will  account  in  what  I  consider 
to  be  a  prudent  manner. 

I  cannot  sit  here  and  tell  you  that  the  thrift  institutions  are 
going  to  be  viable  in  30  to  40  years.  The  whole  financial  structure 
of  this  country  and  of  every  institution  is  changing  very  fast. 
FSLIC  did  go  along  with  it  and  we,  in  turn 

Mr.  LaFalce.  FSLIC  did  it  for  all  of  the  assets,  rather  than  just 
the  mortgages? 

Ms.  SiEBERT.  They  are  doing  that  in  purchase  accounting  for  all 
of  that.  I  can  understand  the  FSLIC  was  considering  allowing  the 
sale  of  tax-exempt  bonds  and  allowing  that  to  be  written  off  over 
the  life  of  the  bond,  if  the  proceeds  were  invested  in  taxable  bonds. 

That  I  would  go  for.  Because,  there  you  are  forcing  the  institu- 
tion to  invest  in  the  same  kind  of  security  except  a  taxable  security 
yields  much  more  than  a  tax-exempt  one.  So  you  are  increasing  the 
income  of  the  institution,  but  the  expense — and  you  are  expensing 
it  over  the  life  of  that  instrument,  which  in  those  cases  are  bonds. 

That  I  think  is  prudent  and  that  I  can  accept.  Because  you  are 
exchanging  like  for  like.  But  writing  off  the  mortgages  over  the  30 
to  40  years  can  be  very  datigerous  in  the  future. 
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Mr.  LaFalce.  What  is  the  difference  between  that  €uid  purchase 
accounting  which  you  spoke  of  earher? 

Ms.  SiEBERT.  Purchase  accounting  is  another  method  of  deferring 
losses,  so  to  speak.  Some  of  the  mergers  that  FSLIC  have  used  in- 
volves purchase  accounting.  They  merge  either  weak  institutions 
with  weak  institutions  or  weak  institutions  with  strong  institu- 
tions. In  either  case,  they  use  the  same  accounting  technique.  They 
mark  the  assets  down  to  market  on  paper. 

In  the  case  of  a  billion  dollar  institution,  if  they  discount  witk  40 
percent,  you  create  a  $400,000  goodwill  account,  $400  million  good- 
will account,  which  you  then  amortize  over  30  to  40  years. 

You  will  keep  the  discount  on  the  mortgages.  That  is  you  take 
the  discount  on  the  mortgages  into  income  10  to  12  years.  So  theo- 
retically, you  are  shown  an  income  expense  ratio  of  3  to  4  to  1.  You 
are  not  adding  one  dime  to  the  cash  flow  of  this  institution,  but 
you  are  showing  a  paper  profit. 

So  you  can  merge  weak  institutions  and  show  a  paper  profit  on  it 
without  doing  anything  to  improve  the  actual  financial  quality  of 
the  institution. 

In  my  opinion,  it  masks  the  true 

Mr.  LaFalce.  Is  anybody  doing  that  though? 

Ms.  SiEBERT.  They  are  doing  that  in  the  FSLIC  mergers.  It  is 
called  purchase  accounting.  It  has  been  questioned  and  is  being 
questioned  in  the  papers  and  I  think  it  is  highly  dangerous  because 
it  sets  up  the  possibility  of  very  serious  problems  in  2  or  3  or  4 
years. 

Mr.  LaFalce.  How  does  the  representative  of  the  S.  &  L.  associ- 
ation feel  about  that. 

Mr.  TiERNAN.  Well,  frankly  I  do  not  completely  agree  with  Ms. 
Siebert  on  the  utilization  of  purchase  accounting.  I  personally 
think  there  is  a  place  for  purchase  accounting  and  that  institutions 
should  be  able  to  avail  themselves  of  purchase  accounting. 

This  form  of  accounting  was  not  created  by  the  FLSIC;  it  is  a 
well-developed  accounting  principle  which  has  been  reviewed  by 
the  AICPA  and  the  SEC.  On  several  of  the  interstate  acquisitions 
in  which  purchase  accounting  was  utilized,  the  SEC  had  primary 
jurisdiction  as  the  acquirers  were  publicly  traded  S.  &  L.  holding 
companies.  Furthermore,  their  accountants  also  reviewed  and  scru- 
tinized the  form  of  accounting  method. 

I  personally  think  that  purchase  accounting  has  a  place  in  the 
combination  of  savings  and  loan  associations.  I  do  think  it  is  an  ac- 
celerated method  of  income  realization.  However,  I  do  not  think 
that  in  €uid  of  itself  is  a  necessary  evil. 

Where  we  will  be  in  2  years,  3  years,  5  years,  is  a  question  which 
I  do  not  think  any  of  us  are  prepared  to  answer.  And  at  that  point 
in  time,  these  institutions  may  be  better  able  to  dispose  of  these 
assets  and  there  will  not  be  the  loss  that  we  are  talking  about. 
Without  question,  once  you  reach  about  a  7-year  point,  the  utiliza- 
tion of  purchase  accounting  comes  home  to  roost. 

I  should  also  mention  that  the  accounting  profession,  the  FSLIC 
€uid  the  SEC  have  recently  taken  steps  to  temper  the  impact  of 
purchase  accounting.  For  example,  if  the  period  of  amortization  of 
goodwill  is  in  excess  of  25  years,  they  w&l  require  an  amortization 
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method  which  will  accelerate  amortization  of  the  goodwill  account, 
wUA  wiU  adversely  affect  the  institution  in  the  early  years. 

lifr.  LaFalcb.  For  a  guy  who  has  to  have  an  accountant  do  his 
awn  tax  returns,  that  was  very  helpful. 

Mr.  Sr  GsKMAiN.  Mr.  Bethune? 

Mr.  Bbthunk.  In  the  interest  of  time,  I  will  yield  back  my  time. 

Mr.  Sr  GsKMAiN.  Mr.  Garcia? 

Mr.  Gabcia.  I  would  just  like  to  add  to  what  my  colleagues  from 
New  Torii  have  said  about  our  superintendent  of  banks. 

First  of  all,  it  has  been  a  very  difiBcult  period  for  the  persons  sit- 
ting up  there  and  those  of  us  sitting  back  here.  I  can  think  of 
better  times  to  be  on  a  hanking  OMnmittee  and  better  times  to  be 
nteodent  of  banks. 

the  bet  is  that  I  think  under  the  circumstances,  everybody 
;  to  have  hrid  up  pretty  welL  There  are  a  couple  of  questions  I 
would  like  to  ^KcificaUy  aim  at  my  superintendent  rrom  New 
ToriL  On  page  10,  you  state  that  a  Treasury  letter  of  credit  will 
increase  borrowing  power  for  thrifts  at  lower  rates.  Would  you  ex- 
plain what  it  is  vou  mean  by  that? 

Ms.  SiEBEBT.  Sure,  our  thrifts  today  are  paying  pretty  high  rates 
to  borrow.  They  are  paying  more,  they  are  P^F^ig  premium  rates 
far  the  CDs  becaose  the  CD's  are  over  SlOO^Ow,  and  they  are  not 
iusmed.  So  therefore^  whenever  you  have  a  borrowing  that  is  not  of 
the  top  quality,  you  are  going  to  pay  more. 

Thne  is  a  risk  ratio  that  comes  into  play  in  borrowing.  Yet  these 
loans  are  secured  by  in  many  cases,  if  we  are  talking  about  repo 
Knes,  if  we  are  talking  about  the  jumbos  they  are  not  secured  I 
tUnk  a  letter  of  credit  guaranteeing  them  bv  the  Federal  Govern- 
or by  FSJC  or  the  FMC.  woaM  bring' the  cogf.  of  borrowing 


I  can  tril  you  that  I  believe  that  hrvescorf  vrnjd  be  inclined  to 
pot  money  into  these  issAivjuoBs  at  a  kywer  rate  if  they  knew  they 
were  guaranteed.  And  red^dsg  borrrmir^  ^Mfi  is  jus:  as  ^^A  as  vtr 

Mr.  Gascxa.  Another  ^ptesmsL  I  w^zJi  vj  ^aak  yo>a  zx:r^^r^»  a  bank 
in  HartfiDnL  Gocn.  If  I  resaKriier  ^j^r^rf^.  y^jn  mxim^  lUarIr/r4 
NatiooaL  How  was  it  "^sc,  sCTertr::e=:r»:r:  o!  a  batsit  zs  tfafr  Sfjsdte  ^A 
New  Yorit  pecs  2fn>c«N«  ikt^l  a  osszjl  zz,  O'jKrriiKtir-n.  ^tsA  tfxia^^y 

I  am  rnUy  csxriocs.  U^iwhf  yx  ^srh  ^^Jkie^  V>  *Jbk^  ^/t^  naflUKCtai 
<wfiieii»  or  90DienG33g. 

Ms.  Saanrr.  I  had  hesre  tise^  tser*:  was  a  r-i^L  :s*  ifs^  igms^ysSi^m 
in  Coiiiiw  la  UL  I  pkxed  la^  t£Kr  pbrjcK:  ^tzA  i  "j^d^^f^  ^its^  I  a^HiM^  i^ 
the  dmifTiiari  of  tiie  dock  lar  tae  ppMaiwrt  T»!y  'ft<fi  WA  fi^jf%.  fssy 
an  the  fint  dtay 

Tbe  seoood  ^y  taer  4ui  r^anrs  tty  "j^bL  Tvk  r^^  »^»  if^';  ^AXif 
on.  I  asked  ham  w^rsa:  'sat  wai  4fes:i^  ¥ik  wmC  t^ic^sr,  !u^  ^^on  ^ac*  ^^^9M< 
guard  walking  pK]^  ^^  'Xsxsr  ''UteLJUt  Jfe  »^ii  t^^^  V^-^-^  *jfiX^^ 
—  to  9  to  flaoRT  sKoci:  Ht  tiic  ii*/:  iMfcur,  iswae.  v^  ^.  ovrt 
oi^  rf  liK  »ai£  WIS:  ^atfK.  I  ^vjC  lutt  tiwe  i*^  iijk;  *  .:jtf,  '.^ 

ac  it  WOK  ^WKttwr  taac  -w^  ww.uc  i^,  *  t^sl 
So  I  w«Bt  o«er  ill  iif  ^Stt  vw>sfMi  ;;rt9#siKiu^  twr,  ih; 
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time  deposits?  Because  Wednesday  one  of  our  troubled  institutions 
had  an  $8  million  jumbo  that  took  a  penalty  one  day.  He  said  yes, 
they  are.  I  said,  well  why  don't  you  get  on  the  radio,  get  on  televi- 
sion, put  an  ad  in  and  tell  them  their  contracts  are  insured  up  to 
$100,000.  If  they  bring  back  the  deposit,  you  will  forgive  the 
penalty. 

He  did  that,  and  I  have  the  letter  from  him  thanking  me  for 
what  I  did.  So  that  is  how  I  happened  to  get  involved.  I  was  not 
trying  to  take  them  over. 

Mr.  Garcia.  Let  me  ask  you  another  question,  if  I  may.  Where 
was  the  FSLIC  in  all  of  this? 

Ms.  SiEBERT.  He  said  that  they  were  busy  and  they  had  not  ar- 
ranged for  the  bank  yet,  and  he  was  having  a  hard  time  getting 
them  to  address  the  problem.  They  have  many  institutions  and  this 
was,  you  know,  they  are  as  overworked  as  we  are  at  times,  and  he 
was  having  great  difficulty  in  reaching  them. 

Mr.  Garcia.  I  don't  know  if  I  am  satisfied  with  the  answer,  but  I 
guess  that  is  the  answer. 

Thank  you,  Mr.  Chairman. 

Mr.  St  Germain.  Mr.  McCollum? 

Mr.  McCollum.  Thank  you,  Mr.  Chairman. 

I  wanted  to  ask  a  New  York  question,  I  guess.  I  am  from  Florida, 
but  I  have  the  question  because  Mr.  Isaac  raised  it  the  other  day. 

With  regard  to  the  New  York  franchise  tax,  he  suggested  to  us 
that  there  is  a  problem  in  the  mutual  savings  bank  area  with 
regard  to  our  helping  out.  It  is  based  upon  the  fact  that  there  is 
apparently  a  tax  in  your  State  which  would,  in  essence,  tax  volume 
regarding  the  viability  of  these  institutions'  volume  that  goes 
through  them. 

He  expressed  a  concern  that  if  we  followed  the  procedures  set 
forth  in  the  proposed  legislation  without  putting  some  kind  of  pro- 
viso in  there  to  waive  the  tax  or  require  waiving  the  tax,  we  may 
be  shipping  the  Federal  moneys  into  the  local  coffers  rather  than 
helping  those  institutions  the  way  intended. 

Is  this  a  correct  assessment?  Is  there  such  a  tax?  To  what  degree 
do  we  have  a  problem? 

Ms.  SiEBERT.  We  have  a  great  problem.  I  got  the  tax  reduced  last 
year,  but  not  enough.  I  chair  the  Governor's  task  force  on  the  thrift 
industry.  I  have  a  draft  of  the  report  with  me. 

We  are  going  to  suggest  that  the  thrift  industry  pay  tstxes  on  the 
same  basis  that  the  commercial  banks  pay  taxes,  which  is  a  very, 
very  small  franchise  tax,  not  the  $90-some-odd  million  that  the 
thrifts  would  pay  the  city  of  New  York  and  the  State. 

We  will  try  it  again.  Frankly,  it  may  cost  me  my  job,  but  I  would 
be  delighted  if  you  put  an  override  on  your  taxes  in  the  bill. 

Mr.  St  Germain.  You  didn't  have  to  say  that.  We  are  going  to  do 
it  anyway. 

Mr.  McCollum.  We  don't  want  to  cost  you  your  job  in  any  event, 
no  question  about  it. 

Do  you  have  some  supporting  documentation  for  how  much 
money  really  is  being  taken  in  now  from  these  institutions? 

Ms.  Siebert.  About  $93  million  between  the  city  and  the  State.  It 
^s  really  disgraceful.  I  can  give  you  the  exact  amount. 
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lir.  McGouuM.  I  will  change  the  subject.  The  chairman  re^xxid- 
ed,  and  it  sounds  like  a  good  repartee  rif^t  there.  At  the  &ad  of 
your  testimony  yoa  indicated  that  ooe  last  thing  3rou  wanted  us  to 
do  was  to  consMl^'  changing  the  insurance  limits  of  $100«000  in 
these  institutions  so  that  all  depositors  would  be  covered  txt  poten- 
tiaUy  cov^ned. 

What  would  be  your  re^xmse  to  the  objecti<m  that  s(une  might 
raise  to  this.  That  it  would  be  a  step  that  would  remove  the  last 
irestiges  of  disofdine  upon  the  prudence  and  ccmipetence  of  man- 
agemoit  and  by  removing  the  incentives  for  the  msxre  sophisticated 
larger  investors  to  consider  the  quality  of  an  instituticm  when  they 
are  deriding  where  to  place  their  money? 

Ms.  SoBBxr.  I  would  agree  that  the  discipline  is  desiraUe  if  we 
were  not  in  a  period  <^  what  I  call  serious  crisis.  If  I  can  give  you 
{Mrimary  examines.  The  New  York  bank,  for  instance,  a  couple  of 
months  ago,  after  (me  newspaper  article  appeared,  had  a  $7  or  $8 
millicm  jumbo  that  took  a  penalty  to  get  their  mcmey  out  that  day. 
That  hank  needed  those  funds.  They  had  to  go  and  borrow  it  at 
hi^ior  rates. 

There  is  (me  large  bank  on  next  year*s  list  for  us  where  two 
trustees  have  recently  resigned  because  in  the  State  of  New  York 
they  are  pers(mally  liable  and  we  have  been  unable  to  coUateraliee 
junSix)  deposits.  That  bank  has  something  like  $100  million  of  unin- 
sured deposits. 

I  have  seen  trustees  leave  the  boards  of  these  institutions.  This  is 
serious. 

Mr.  McCoLLUM.  Your  concern  is  with  the  funds  flowing  out  of 
the  institutions  in  this  time  of  crisis,  and  you  are  concerned  that 
these  large  depositors  would  for  the  very  reasons  I  stated  likely 
take  them  out  because  of  the  quality  of  the  institution? 

Ms.  SiEBERT.  Yes;  I  also  saw  that  we  are  also  seeing  Ke<)gh  ac- 
(XHints  and  IRA's  leaving  the  institutions  because  it  doesn*t  take 
too  much  to  get  some  of  these  accounts  over  $100,000  for  a  bank 
that  worked  like  heck  with  these  people  for  years  and  when  the  ac- 
count goes  past  the  insurable  Une,  they  just  pull  it  out. 

Mr.  McCoLLUM.  You  are  suggesting  if  we  do  this  it  would  be  a 
temporary  measure,  presumably  for  the  duration  of  this  particular 
crisis? 

Ms.  SiEBERT.  Yes,  1  do. 

Bfr.  McCoLLUM.  I  have  no  further  questions.  1  yield  back. 

Mr.  St  Germain.  Mr.  Schumer? 

Mr.  Schumer.  Thank  you,  Mr.  Chairman. 

1  will  have  m€Uiy  questions,  but  in  the  interest  of  time  1  will  ask 
just  one  quick  question. 

Last  week  Under  Secretary  Roger  Mehle  C€ane  before  this  sub- 
committee. He  stated  that  cash  flow  is  far  more  important  than  net 
worth  in  determining  b£uik  soundness. 

In  New  York  State,  however,  as  you  know,  we  have  a  require- 
ment that  the  superintendent  close  a  bank  down  when  its  net 
worth  is  zero.  Would  you  comment  on  his  particular  comment 
there? 

Ms.  SiEBERT.  I  have  ar]^ed  with  Roger  quite  strongly  over  a  long 
period  of  time.  In  my  opinion,  a  bank  that  reaches  zero,  below  zero, 
isn't  solvent.  The  fact  that  it  is  able  to  meet  the  daily  outflows, 
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which  is  his  criteria  for  solvency,  does  not  qualify  as  solvency 
under  any  standard  that  we  know  or  that  I  C€ui  accept.  The  trust- 
ees are  personally  liable.  It  could  be  that  they  could  also  go  to  jail 
if  that  is  the  case. 

Roger  is  presenting  a  very  fine,  interesting  theoretical  discussion, 
if  you  were  writing  a  college  paper,  but  not  when  you  are  dealing 
with  people's  life  savings.  I  must  respectfully  disagree  with  him. 

Mr.  ScHUMER.  Thank  you.  I  yield  back. 

Mr.  St  Germain.  I  would  like  to  hear  Mr.  Tieman,  Mr.  Horn, 
and  Mr.  Malarkey  respond  to  your  question. 

Mr.  TiERNAN.  Well,  frankly,  Mr.  Chairman,  we  are  of  the  opinion 
that  there  is  some  merit  to  Mr.  Mehle's  position  that  the  true 
measure  of  viability  is  not  simply  net  worth  but  should  include 
some  measure  of  liquidity,  cash  flow,  if  you  will. 

As  you  know,  in  the  corporate  law  there  are  a  number  of  differ- 
ent criteria  by  which  one  can  judge  insolvency.  To  say  simply  a  net 
worth  computation  in  the  thrift  industry  is  solvency  or  insolvency 
is  to  me  a  rather  myopic  position  to  take. 

If  you  were  to  liquidate  any  institution  today — this  is  to  say  any 
savings  and  loan  institution  today — it  would  be  insolvent;  there 
would  be  nothing  there  to  pay  stockholders  or  members.  To  say  to 
me  that  an  accounting  technique  that  permits  the  carrying  of 
assets  at  their  book  value  constitutes  solvency  and  certain  extraor- 
dinary corporate  actions  that  trigger  adjustment  of  the  assets  to 
market  can  cause  insolvency  seems  specious  to  me. 

Mr.  Malarkey.  I  am  inclined  to  agree  with  Ms.  Siebert.  As  a 
matter  of  fact,  the  Delaware  law  says  I  agree  with  her.  That  is  my 
job.  I  also  agree  that  that  cash  flow  is  only  one  part  of  it.  If  you 
don't  have  the  net  worth,  in  Delaware,  at  least,  you  are  insolvent.  I 
have  got  to  close  them. 

Mr.  Horn.  I  can't  disagree  with  the  remarks  made  by  my  col- 
leagues Siebert  and  Malarkey.  The  only  complicating  factor.  Con- 
gressman, that  I  would  throw  into  that,  to  carry  that  to  its  ex- 
treme, would  require  that  you  value  the  current  portfolio  at 
market,  which  would  make  pretty  much  every  S.  &  L.  in  the  coun- 
try insolvent. 

No  one  is  suggesting  that,  but  that  would  carry  the  position  to 
the  extreme. 

I  do  agree  with  the  practical  problems  involved  when  a  statute 
requires  personal  liability  on  insolvency.  Incidentally,  we  also  have 
a  New  Jersey  criminal  liability  for  accepting  the  deposits  in  such 
circumstances. 

Mr.  St  Germain.  I  think  quite  a  few,  if  not  the  majority  of  the 
States  have  that  same  law. 

Mr.  ScHUMER.  Mr.  Chairman? 

Mr.  St  Germain.  Mr.  Schumer. 

Mr.  Schumer.  If  I  might  interject,  maybe  we  can  make  Mr. 
Mehle  a  trustee  of  a  New  Jersey  or  Delaware  bank. 

Mr.  St  Germain.  You  are  precious. 

Ms.  Siebert.  Can  I  add  one  thing  to  that?  Mr.  Mehle  probably 
could  be  correct  if  8.5  mortgages  would  some  day  be  worth  $1.10  on 
a  dollar,  which  I  think  is  very  unlikely.  Then  you  could  say  they 
could  recoup  this  net  worth  out  of  the  later  increase  in  assets,  but 
it     highly  unlikely. 
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Mr.  St  Germain.  You  all  referred  to  the  requirement  that  50 
percent  of  the  funds  be  invested  in  housing.  I  think  two  of  you  said 
that  you  would  go  60  percent  and  one  of  you  said,  I  think  Mr.  Tier- 
nan  said,  there  shouldn't  be  any  such  requirement. 

We  have  had  other  testimony  as  well  on  this  point.  However,  it 
seems  to  focus  more  not  on  the  requirement,  because  in  essence 
S.  &  L.'s,  if  they  want  to  take  advantage  of  the  tax  benefits,  have 
been  required  to  invest  82  percent  in  direct  residential  mortgages. 

It  seems  to  me  that  the  real  hangup  is  the  rate,  how  you  pay  the 
rate  on  these  new  mortgages,  whether  it  be  to  the  margin  or 
whether  to  the  average  costs. 

Do  you  oppose  it  entirely,  Mr.  Tiernan,  not  you  as  an  individual, 
but  does  your  organization  oppose  it  because  of  the  rat^  or  just 
plain  outright  opposition? 

Mr.  Tiernan.  Mr.  Chairman,  it  is  somewhat  a  function  of  the 
rate;  that  is,  that  a  mortgage  rate  of  1  percent  above  the  cost  of 
fiinds  would  compound  the  problems  that  the  institutions  are 
facing  today. 

But  I  think  it  is  also  a  question  of  philosophy  of  the  organization; 
that  is,  that  at  this  juncture  the  industry  does  not  need  its  hands 
tied  again.  It  needs  some  flexibility  to  restructure  itself. 

When  I  say  restructure,  I  don't  mean  necessarily  we  are  moving 
into  commercial  banking  but,  as  Ms.  Siebert  alluded  to,  to  be  full 
family  financial  centers.  So,  I  don't  think  that  the  organization 
would  be  against  it  if  it  were  a  viable  form  of  lending,  but  as  it  is 
structured  now,  they  feel  that  this  would  compound  the  industry's 
problems  and  have  a  chilling  effect  on  many  institutions  coming 
forward  to  try  to  avail  themselves  of  the  program. 

Mr.  St  Germain.  But  you  know,  your  organization  should  under^ 
stand  that  the  motivation  on  one  part  is  to  assist  the  thrifts  and 
the  thrift  industry.  It  is  also  to  assist  the  homebuilding  industry, 
the  3  million  people  out  of  work  in  that  industry. 

It  is  also  designed  to  assist  the  millions  of  people  there  who  right 
now  are  unable  to  buy  a  home.  On  the  one  hand,  there  are  those 
who  say,  well,  don't  worry.  In  fact,  we  have  another  witness  who 
will  follow  this  panel  that  seems  to  think  that  thrifts  will  just  stay 
in  homeowner's  lending  automatically. 

Now,  there  are  those  who  question  that.  One  of  the  reasons  that 
powers  legislation  is  installed  for  the  thrifts  is  there  is  strong  oppo- 
sition on  behalf  of  many  who  have  a  great  fear  that  thrifts  will  get 
out  of  the  homeowner's  lending. 

So,  the  reason  for  this  provision  is  to  indicate  and  demonstrate 
the  legislation  is  just  not  designed  solely  for  the  thrifts,  but  to 
cover  a  broader  spectrum  of  the  people  of  this  Nation  and  indus- 
tries of  this  Nation  who  are  suffering. 

Mr.  Tiernan.  I  think  that  is  a  point  well  taken.  Perhaps  we  are 
remiss  in  that  our  perspective  was  a  little  myopic  in  that  we 
thought  this  bill  should  be  a  little  more  limited  in  its  focus  to  try 
to  assist  the  thrift  industry. We  thought  some  other  bills,  that  as  we 
understand  it  are  pending  or  soon  to  be  introduced,  would  address 
those  areas  that  will  reinvigorate  the  housing  industry  and  lead  us 
out  of  this  present  recession. 

Mr.  St  Germain.  The  problem  of  many  of  those  is  the  price  tag. 
We  are  trying  to  do  this  at  no  cost 


Digitized  by  CjOOQIC 


2396 


Mr.  TiERNAN.  We  would  be  more  than  willing  to  reconsider  our 
position  and  consider  amending  our  testimony  in  light  of  your  com- 
ments. 

Mr.  St  Germain.  Thank  you. 

Mr.  Malarkey? 

Mr.  Malarkey.  Mr.  Chairman,  as  you  know,  we  suggested  a  60 
percent  rather  than  50  percent.  We  understand  the  dual  purpose  of 
the  bill.  But  also  a  part  of  keeping  this  at  no  cost  is  that  the  insti- 
tutions who  get  assistance  become  viable  institutions. 

This  is  certainly  going  to  work  against  that,  in  my  opinion. 

Mr.  St  Germain.  So  we  would  appreciate  even  more  input  from 
you  on  how  you  think  it  should  be  structured. 

Mr.  Malarkey.  Thank  you.  Fine. 

Mr.  St  Germain.  Mr.  Horn? 

Mr.  Horn.  I  am  looking  at  the  title  of  the  subcommittee,  Hous- 
ing and  Community  Development.  I  can  understand  the  concern  of 
this  committee  with  increasing  the  flow  of  funds  into  the  home 
mortgage  market.  I  strongly  support  the  50-percent  requirement, 
and  if  it  becomes  60  percent,  I  would  support  that  as  well,  or  even 
70  percent. 

That,  of  course,  is  consistent  with  my  earlier  statement  that  I  am 
opposed  to  giving  commercial  lending  powers  to  S.  &  L.'s  or  thrift 
institutions.  I  do,  however,  strongly  recommend  that  you  do  take  a 
look  at  whether  or  not  there  should  be  any  rate  regulation  whatso- 
ever on  the  funds. 

I  think  you  have  done  your  job  by  insuring  that  new  deposits  go 
out  into  home  mortgages,  but  I  think  that  rate  regulation  would 
perhaps  be  counterproductive  and  perhaps  even  compound  the 
problem  some  years  down  the  road. 

Mr.  St  Germain.  Thank  you.  Anyone  else  have  any  further  ques- 
tions of  this  panel?  If  not,  we  express  our  appreciation  to  you  gen- 
tlemen, to  Ms.  Siebert.  I  hope  you  get  a  plane  in  time  to  get  where 
you  are  going. 

Mr.  Gonzalez,  our  chairman. 

Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Chairmcui.  I 
have  really  a  question,  I  guess,  that  would  be  more  properly  direct- 
ed to  Ms.  Siebert. 

In  your  testimony  you  clearly  state  that  the  State  of  New  York 
has  reached  its  outer  limits  of  resources,  and  that  there  is  no  ques- 
tion that  Federal  level  intervention  is  not  only  necessary  but  indi- 
cated it  would  be  proper. 

If  you  are  familiar  with  yesterday's  New  York  Times  article,  re- 
porting I  guess  President  Reagan's  address  to  the  realtors,  the  re- 
ality we  are  facing  here  is  that  this,  I  am  sure,  would  be  a  bill  that 
the  President  included  in  his  statement  to  the  effect  that  he  would 
never  accept  bailouts,  billion  dollar  bailouts. 

Is  it  your  opinion  that  this  bill  falls  in  that  category?  You  know, 
what  do  we  do  unless  we  have  some  kind  of  a  viable  bipartisan  rec- 
ognition of  this  responsibility? 

Ms.  Siebert.  I  don't  like  to  use  the  word  bailout,  but  I  guess  I  am 
forced  to  use  the  word  assistance  or  help.  There  are  two  possibili- 
ties when  you  look  at  the  problem  of  the  thrifts.  One  is  liquidation. 

The  mergers  that  have  gone  on  have  been  done  in  a  small  frac- 
tion of  the  cost  of  liquidation.  Many  of  these  institutions,  in  the 
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^  of  the  New  Torii  bank  for  saving  we  saw  very  good  esdmaU 
that  it  would  cost  possibly  SI  billion  to  $12  billion  if  tbey  were  1 
liquidate  this  instituticm.  That  is  money. 

The  agristed  merger  was  done  for  a  little  less  than  $500  millio 
and  could  come  through  cheaper  if  interest  rates  come  down.  S 
we  know  wbrni  an  institutiiHi  has  to,  when  the  problems  are  so  sei 
ous  they  have  to  be  addressed,  we  now  have  one  of  two  choices. 

The  commercial  banks  are  inviting  bids  on  three  or  four  of  oc 
instituticMis  that  we  have  now  merged  out.  Their  bids  were  all  coi 
siderably  hi^ier.  They  required  more  money  than  those  that  tt 
thrifts  were  able  to  do. 

Part  of  that  was  fi>r  two  reasons.  When  you  merge  thrift  wit 
thrift,  e^iedally  in  the  same  city,  you  cut  down  expenses.  If  yo 
consolidate  branches,  in  the  case  of  Greenwich.  Metrt>politan,  I  h 
Ueve  that  they  have  fired,  and  it  was  painfiil.  everyone  over 
branch  manager  and  the  personnel  manager.  They  did  not  need  a 
of  thcsse  extra  people  in  the  combined  operation.  Painful,  yes.  R 
quired,  also  yes. 

I  saw  those  pe<^le  come  to  me  that  were  fired.  I  do  not  thin 
that  we  can  expect  the  Federal  Government  to  walk  down  tt 
street  and  put  oi^  or  help  these  institutions  unless  everybody  &» 
what  we  can  do  to  help  the  situation. 

So,  if  the  word  is  bailout,  it  is  bailout,  but  look  what  the  alton; 
tives  are.  The  ocMnmerdal  banks  were  bidding  for  requiring  muc 
more  money  because  they  are  commercial  banks,  because  they  d 
have  public  stodLlKrfder&  they  must  get  a  return  on  investm«i£  S 
they  will  need  more  assistance  from  the  FDIC  or  FDSLIC. 

I  said  before  if  I  saw  a  bid  considerably  cheaper  for  the  FDIC. 
am  going  to  sit  down  and  talk  conmiercial  banlang  taking  over  Xh 
thrifts.  I  told  that  to  one  of  the  banks  that  was  bidding:  If  yo 
happen  to  be  the  best  bidder,  if  you  will  make  a  commitment  tlu 
you  will  put  that  money  in  home  mortgages.  Their  bids  can 
throu^  requiring  much  mcHie  money.  Somebody  has  to  pick  up  Xh 
cost. 

Chairman  Gonzalez.  Thank  you. 

Mr.  BfALABXZT.  I  think  jrou  might  be  interested.  Mr.  Gonzale 
The  cost  of  this  plan  is  zero,  if  it  is  a  success.  It  only  becomes  cost] 
at  such  time  as  institutions  fail  I  don't  know  if  that  would  coni 
under  the  term  bailout. 

On  March  23 — I  think  Ms.  Siebert  referred  to  it— Wharton  Ecoi 
ometric  Forecasting  Associates  put  out  a  report  and  analyzed  tfa 
cost  of  the  various  (dans  and  I  think  the  assi^ed  mergers. 

The  costs  were:  For  WsZ-hA  income  maintenance,  S2T.4  bilUoi 
inoHne  oortificates,  S45.4  billion:  UKntgage  warehousing.  $39  bi 
lic«i;  and  the  net  worth  guarantee  they  listed,  zero. 

It  only  becomes  a  factopr  if  the  assisted  institution  fails.  So.  I  ai 
not  sure  it  would  be  termed  a  bailout. 

Chairman  GmoAUSL  Very  good  point.  Thank  you  very  much. 
deroly  appreciate  vour  time. 

Blr.  9r  Gebmadc.  Mr.  Wylie? 

Mr.  Wtub.  Mr.  Chairman.  I  would  iust  like  xo  say  that  I  ai 
truly  aoriT  that  I  couldn't  be  here  a  littkr  earlier  to  hear  this  exoe 
lent  paneL  I  know  the  te^imocy  has  been  fruitful  and  I  will 
ine  the  record. 
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I  am  especially  delighted  to  see  Ms.  Siebert  again.  I  don't  want  to 
delay  the  proceedings  unnecessarily,  so  I  will  defer  any  questions. 

Mr.  St  Germain.  Thank  you. 

Once  again,  our  gratitude  to  each  of  you.  We  will  be  in  further 
consultation  with  you. 

Chairman  Gonzalez.  We  welcome  William  H.  Kennedy,  Jr.,  rep- 
resenting American  Bankers  Association;  Mr.  S.  Allen  Harris  III, 
vice  president  of  the  Capital  Bank  Trust  Co.,  Baton  Rouge,  La.,  rep- 
resenting the  Independent  Bankers  Association  of  America,  and 
Mr.  Andrew  S.  Carron,  research  associate,  economic  studies  pro- 
gram, The  Brookings  Institution. 

Thank  you  very  much,  gentlemen.  I  have  just  been  reminded,  I 
was  aware  a  while  ago  that  our  distinguished  colleague  from  Ar- 
kansas is  here.  We  thought  that  we  would  give  him  this  opportuni- 
ty to  introduce  Mr.  Kennedy. 

We  thought  we  would  start  with  Mr.  Kennedy  this  afternoon,  but 
I  wanted  to  thank  you  each  for  having  donated  so  much  of  your 
time  and  being  so  patient  with  us  this  day. 

Mr.  Bethune. 

Mr.  Bethune.  Thank  you,  Mr.  Chairman.  The  committee  will 
soon  realize  that  Mr.  Kennedy,  the  president-elect  of  the  American 
Bankers  Association,  is  one  of  the  more  capable  and  sincere  people 
who  will  testify  before  this  subcommittee. 

I  could  regale  the  committee  at  length  with  his  contributions 
within  the  State  of  Arkansas.  We  are  very  proud  that  he  is  Presi- 
dent-elect of  the  American  Bankers  Association  and  I  am  doubly 
proud  because,  as  a  member  of  the  Banking  Committee,  I  will  have 
a  chance  to  work  even  more  closely  with  him. 

So  without  spending  any  more  valuable  time  because  he  and 
others  have  been  waiting  here  since,  I  think,  around  2  p.m.  to 
bring  their  message,  Mr.  Chairman,  I  will  yield  back  at  this  point. 

Chairman  Gonzalez.  Thank  you  very  much. 

Mr.  Kennedy,  you  may  proceed  as  you  see  fit. 

STATEMENT  OF  WILLIAM  H.  KENNEDY,  JR.,  CHAIRMAN  OF  THE 
BOARD,  NATIONAL  BANK  OF  COMMERCE,  PINE  BLUFF,  ARK., 
PRESIDENT-ELECT  OF  THE  AMERICAN  BANKERS  ASSOCIATION 

Mr.  Kennedy.  Thank  you,  Mr.  Chairman,  and  thank  you,  Con- 
gressman Ed  Bethune. 

We  appreciate  the  opportunity  to  testify  on  H.R.  5568,  the  Home 
Mortgage  Capital  Stability  Act. 

We  recognize  the  problems  of  the  thrift  industry.  These  problems 
are  illustrated  by  almost  any  figures  on  the  thrift  industry  that 
one  consults.  For  example,  the  net  worth  of  the  savings  and  loans 
fell  by  $864  million  in  January  1982. 

Since  January  1981,  industry  net  worth  has  declined  by  $5.53  bil- 
lion, a  17.1-percent  decrease.  Deposits  of  the  thrift  institutions  de- 
clined by  $331  million  in  January  1982,  then  picked  up  in  February 
of  1982  by  about  $700  million. 

These  figures  are  aggregate  figures  and  obscure  the  conditions  of 

individual  institutions  that  are  doing  well  and  have  no  need  for  aid 

ly  kind.  Other  thrift  institutions  are  in  trouble  and  do  have  a 

for  aid.  If  there  is  to  be  some  type  of  legislative  assistance  to 
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the  tfariflB,  it  sfaonld  be  tafgeted  onhr  to  tliase  institutiQas  ttuot 
truly  need  the  aid. 

This  will  hdp  to  keep  the  axt  of  the  aid  program  doarn  ki  this 
poiod  of  fqiwicHng  restraint  by  the  Government.  Also,  anj  aid 
dMold  be  taigeted  onbr  to  those  insiiniiktts  that  deserve  it.  Some 
of  the  problems  of  the  insdtntians  are  caused  by  bad  managemut 
idiidi  should  not  be  sobsidiBd. 

Industry  figures  for  the  bonks  show  that  they  ha^e  not  been  hit 
as  hard  as  thrifts.  Tnmme  as  a  pnooit  of  assets  has  remained 
fairly  staMe  over  time  with  a  small  derline  for  13S1,  but  bank  prof* 
itabUity  rdative  to  otfas-  industries  hasdedined. 

Again,  the  aggregate  figures  obscure  the  position  of  individual 
coounercial  banks.  Many  of  the  memb»s  of  our  association  are 
community  banks  with  large  porcfidios  of  mwtgages.  These  meat- 
bers  are  experiencing  essmtifldly  the  same  proUems  as  the  thrift 
institutions  and  should  be  eligible  fw  the  same  aid  as  the  thrift 
institutims. 

In  addition,  banks  in  agricultural  areas  have  been  hard  hit  by 
the  effect  of  high  interest  rates  on  the  income  of  formers. 

Ckmmerdal  banks  are  not  immune  to  the  (MnoUons  eiq^erienced 
by  thrift  institutions  and  the  costs  involved  in  aiding  the  trouUed 
instituticms.  Banks  have  been  subject  to  increased  cost  of  funds  and 
runoCEs  of  d^wsits  as  depositors  have  beamie  aware  of  alternative 
investments  oBeriDg  hi^ier  rates  of  return  than  can  be  paid  on 
many  accounts  at  banks. 

As  members  of  the  FDIC,  ccHnmerdal  banks  have  borne  rart  of 
the  cost  of  aiding  troubled  institutions.  Members  of  the  FDIU  have 
eiq[ierienced  a  net  increase  in  assessment  fees  paid  to  the  FDIC  be- 
cause of  the  aid  required  by  mutual  savings  banks. 

This  net  increase  has  come  in  the  form  of  a  significantly  reduced 
rebate  on  the  premium  this  year,  and  there  is  no  expectation  of  a 
rebate  an  premium  next  year  or  for  some  years  thereafter. 

C(Mnmercial  banks  are  disadvantaged  as  well  by  the  paralysis  of 
the  legislative  i»ocess  and  DIDC  decisions  regarding  the  deregula- 
tion of  depository  institutions. 

Our  association  commends  the  House  Banking  Committee  on  its 
^orts  to  date  to  address  the  short-run  problems  of  the  depository 
institutions.  The  chaiiman  €uid  other  members  have  been  in  the 
forefrcmt  of  much  legislation  aimed  at  easing  the  present  diflicul- 


Our  association  supported  the  regulator's  bill,  H.R.  4603,  with 
scMne  amendments,  that  was  passed  by  the  House  last  year.  The  bi- 
partisan leadership  of  the  committee  assured  passage  of  the  resolu- 
tion affirming  that  deposits  at  Federally-insui^  banks  and  savings 
institutions  are  back^  by  the  full  faith  and  credit  of  the  United 
States. 

Although  we  did  not  feel  that  this  was  necessary,  we  commend 
the  responsiveness  of  the  committee  to  the  Federal  Home  Loan 
Bank  Board,  which  did  feel  it  was  needed. 

Aid  measures  for  either  depository  institutions  or  housing  must 
be  viewed  in  the  context  of  budget  deficits  and  the  cost  of  other  aid 
plans  under  ccmsideration.  A  lowering  of  the  interest  rates  is  the 
<mly  thing  that  will  solve  the  problems  of  the  thrifts  and  the  other 
sectors  of  the  economy  such  as  housing  and  agriculture. 
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Any  policy  which  frustrates  the  decline  in  interest  rates  is  mis- 
directed. Because  the  budget  deficit  is  an  important  influence  on 
interest  rates,  the  cost  of  various  plans  must  be  a  primary  consider- 
ation. 

There  are  numerous  aid  plans  being  considered,  each  having  a 
potential  effect  on  the  budget  deficit.  It  is  difficult  to  comment  on 
any  single  aid  plan  because  there  is  no  guarantee  that  it  will  be 
the  only  plan  enacted. 

Most  likely,  other  aid  plans  will  also  be  enacted  which  together 
could  have  an  unhealthy  effect  on  the  budget  deficit  and  the  econo- 
my. We  feel  that  the  effect  on  the  budget  of  any  aid  plan  being  con- 
sidered is  of  paramount  importance. 

Although  lower  interest  rates  will  ease  the  short-run  problems  of 
the  thrift  institutions,  the  thrifts  will  be  subject  to  the  same  earn- 
ings problems  if  interest  rates  increase  again  unless  they  accept 
the  reality  of  the  marketplace. 

The  marketplace  for  consumer  deposits  no  longer  belongs  exclu- 
sively to  the  depository  institutions.  High  interest  rates  and  regula- 
tion Q  restrictions  on  rates  that  can  be  paid  on  time  and  savings 
accounts  have  seen  to  that. 

Money  market  funds,  uninsured  but  able  to  pay  market  rates  on 
deposits,  have  attracted  billions  of  dollars  from  depository  institu- 
tions. Depository  institutions  will  be  at  a  disadvantage  as  long  as 
they  are  prevented  from  competing  effectively  in  the  marketplace. 

Repeated  periods  of  losses  for  large  numbers  of  depository  insti- 
tutions can  be  expected  until  legislation  is  enacted  or  regulations 
are  changed  to  allow  the  depository  institutions  to  compete  with 
money  market  funds  in  offering  market  interest  rates  on  deposits. 

Any  legislation  that  prevents  the  adjustment  should  be  called 
into  question,  and  any  expenditure  of  taxpayers'  money  which  in- 
sulates the  institutions  from  the  realities  of  the  marketplace  is 
costly  to  the  banking  and  thrift  industry  and  an  unwise  use  of 
public  funds. 

Our  association  feels  that  the  long-term  interest  of  all  depository 
institutions  can  be  best  served  by  expansion  of  competitive  powers 
for  all  institutions.  The  consensus  statement  outlining  our  associ- 
ation's position  is  in  the  back  of  our  report  submitted  to  you. 

It  outlines  the  willingness  of  our  Association,  given  certain  condi- 
tions, to  support  the  extension  to  thrift  institutions  of  various 
bank-like  powers  that  would  enable  them  to  compete  in  the  future. 

We  would  like  to  emphasize  the  fact  that  there  is  no  need  for 
any  aid  program  for  depositors.  There  are  enough  resources  availa- 
ble to  protect  depositors  in  the  event  the  institution  holding  their 
funds  experience  difficulties. 

The  FIDO,  FSLIC,  and  companion  State  insurance  corporations 
have  sufficient  funds  to  deal  with  the  problem.  In  addition,  the  res- 
olution backing  insured  deposits  with  the  full  faith  and  credit  of 
the  United  States  adds  additional  protection. 

Legislation  which  eases  the  problems  of  individual  depository  in- 
stitutions and  their  management  should  not  be  used  to  bail  out  bad 
managers,  but  rather  to  aid  good  managers  in  their  adjustment  to 
changed  market  conditions.  This  adjustment  can  best  be  accom- 
plished by  allowing  the  thrifts  more  diversity  in  their  portfolios, 
ind  any  aid  should  be  considered  as  a  bridge  to  that  point. 
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Some  legisdation  is  bemg  oonsadened  txr  has  been  enacted  whidi 
will  ease  the  problons  erf*  the  thrift  institutions.  Tb  the  extent  that 
this  kgidation  gives  escpanded  asset  powms  to  thrifts,  oonomi  has 
bem  expressed  about  a  decrease  in  the  funds  availaUe  to  the  hoi»- 
ingindustry. 

lliese  fears  are  unfounded.  The  housing  industry  is  no  longer  so 
closely  linked  to  the  bdiavior  of  the  thrift  industry.  It  is  currently 
hdd  hostage  to  inflation  and  high  int»est  rates,  but  has  beoome 
much  more  integrated  into  the  capital  market. 

Although  the  thrift  institutions  ccmtinue  to  play  a  large  role  in 
the  financing  of  housing,  other  investCHrs  have  and  will  increase 
their  TclLe  in  the  provision  of  housing  finance. 

Savings  and  loans  and  mutual  savings  banks  together  hold  less 
than  half  of  the  residential  mortgages  outstanding.  Commercial 
banks  hold  about  16  percent  and  mortgage  pools  and  trusts  hold 
about  12  percent  The  proportion  of  housing  credit  supplied  by  com- 
mercial banks  has  been  trending  upwards  since  the  mid-1960*s.  In 
addition,  commercial  banks  have  supplied  funds  for  various  activi- 
ties needed  to  support  housing  in  addition  to  home  mortgages. 

Bilr.  Chairman,  we  cannot  tell  you  whether  any  aid  program 
should  be  passed.  Consideration  must  be  given  to  the  totality  of  all 
aid  programs  finally  enacted  and  their  effect  on  the  budget.  The 
evaluation  of  any  single  aid  program  ignores  the  budgetary  effect 
of  other  aid  programs.  We  do  feel,  however,  that  H.R.  556&  in  its 
present  form  should  not  be  enacted. 

To  evaluate  in  a  uniform  fashion  the  many  proposals  being  con- 
sidered, a  set  of  criteria  was  developed  and  accepted  by  the  bank- 
ing leadership  conference  of  the  association.  These  criteria  €u^  con- 
tained in  attachment  4. 

The  first  and  second  criteria  deal  with  the  financing  of  the  aid 
for  troubled  depository  institutions.  The  first  states  mat  the  aid 
should  be  explicit  and  the  cost  included  in  the  budget  such  that 
Congress  must  vote  on  the  amount  aid  in  H.R.  5568. 

The  second  criterion  states  that  the  aid  should  be  limited  to  a 
certain  time  period  and  not  automatically  extended.  Although  H.R. 
5568  proposes  that  institutions  may  use  the  assistance  for  no  more 
t^an  2  years,  there  is  no  cutoff  date  for  aid  to  the  institutions.  The 
bill  as  written  meets  the  first  criterion,  but  not  the  second. 

The  third  and  fourth  criteria  deal  with  who  should  receive  the 
aid  and  the  conditions  that  should  be  put  on  the  institutions  which 
receive  the  aid.  The  third  specifies  that  the  assistance  should  be 
made  available  on  the  same  terms  to  all  federally-insured  deposi- 
tory institutions  which  are  experiencing  difficulty. 

The  l^islation  as  written  does  satisfy  this,  but  is  biased  toward 
savings  and  loan  institutions.  Because  both  savings  banks  and  com- 
mercial banks  are  regulated  more  strictly  than  savings  and  loans, 
the  2-percent  capital  ratio  would  rule  out  participation  by  most  of 
these  institutions. 

Given  the  criteria  in  the  bill,  of  the  17  banks  that  failed  or  were 
merged  by  the  FDIC  in  1980  and  1981,  none  would  have  qualified 
for  aid. 

The  fourth  calls  for  disincentives  to  using  the  aid.  The  bill  con- 
t€dns  some  disincentives,  but  these  are  insufficient  to  prevent 
misuse  of  the  aid  by  unqualified  institutions. 
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The  fifth  criterion  states  that  the  type  of  aid  should  be  deter- 
mined by  whichever  has  the  minimum  cost  to  the  agency  extending 
the  aid.  Has  this  aid  been  determined  to  be  the  least  cost  method  of 
aiding  the  institutions?  There  may  be  other  means  that  could  ac- 
complish the  same  goal  at  lower  cost  and  these  alternatives,  we 
think,  should  be  examined. 

In  addition  to  the  points  raised  above,  our  association  has  other 
comments  regarding  H.R.  5568.  It  has  been  indicated  that  the  bill 
may  be  amended  to  use  a  government  guarantee  rather  than  a 
cash  loan.  As  stated  above,  we  would  prefer  the  use  of  a  govern- 
ment guarantee  rather  than  a  loan. 

Although  the  intent  of  the  proposed  bill  is  to  aid  the  short-run 
problems  of  the  specialized  thrift  institutions,  the  means  of  giving 
this  aid  are  questionable.  The  attempt  to  combine  aid  to  the  deposi- 
tory institutions  and  the  housing  industry,  while  well  intentioned, 
is  unworkable  as  stipulated. 

Requiring  that  50  percent  of  an  institution's  net  new  deposits  be 
lent  to  first-time  home  buyers  at  1  percent  over  the  average  cost  of 
funds  for  the  institution  increases  the  long-run  adjustment  prob- 
lems of  thrift  institutions. 

They  will  again  be  burdened  with  mortgages  that  are  below  the 
market  rate  of  interest.  The  long-run  position  of  the  thrifts  would 
be  improved  by  having  them  expand  their  portfolio  of  assets  to  give 
a  better  match  to  the  liabilities  that  are  held. 

The  lending  requirement  will  cause  the  institutions  to  be  worse 
off  than  before.  The  new  lending  will  most  likely  be  at  a  rate  below 
the  cost  of  the  new  deposits  that  will  support  the  lending.  The  esti- 
mated cost  of  funds  over  the  last  six  months  of  1981  for  savings 
and  loans  was  11.50  percent. 

New  funds  will  be  attracted  by  those  deposits  that  pay  close  to 
the  market  rate.  As  an  example,  6-month  money  market  certifi- 
cates paid  an  average  of  14.09  percent  over  the  last  6  months  of 
1981. 

Under  the  bill's  requirement,  the  loan  would  have  to  be  made  at 
12.50  percent  and  would  be  supported  by  funds  costing  14.09  per- 
cent. This  would  result  in  a  loss  to  the  institution  of  1.5  percent  per 
year.  Thus  the  institution  is  worse  off  for  making  the  loan. 

Our  association  does  support  the  goals  of  this  legislation.  Howev- 
er, we  feel  the  goals  can  only  be  accomplished  through  a  period  of 
low  interest  rates.  To  the  extent  that  the  aid  package  adds  to  the 
deficit  or  frustrates  the  decline  in  interest  rates,  it  does  more  harm 
than  good. 

In  addition,  any  legislation  that  attempts  to  shield  the  special- 
ized thrift  institutions  from  the  realities  of  the  marketplace  wQl 
not  work  and  will  ultimately  be  very  costly  to  banking  and  the  spe- 
cialized thrift  institutions. 

[Mr.  Kennedy's  prepared  statement,  on  behalf  of  the  American 
Bankers  Association,  follows:] 
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Mr.  Chairman,  and  members  of  the  Conmittee,  I  am  William  H. 
Kennedy,  Jr.  President-elect  of  the  American  Bankers  Association  (ABA)  and 
Chairman  of  the  Board  of  the  National  Bank  of  Conmerce,  Pine  Bluff, 
Arkansas.  Our  Association's  membership  includes  over  90  percent  of  the 
more  than  14,500  full  service  banks  in  the  United  States.  While  our 
members  range  in  size  from  the  very  smallest  to  the  very  largest  banks, 
approximately  90  percent  of  them  have  assets  of  less  than  $100  million. 

We  appreciate  the  opportunity  to  testify  on  H.R.5568,  the  "Home 
Mortgage  Capital  Stability  Act."  The  goals  of  this  legislation  are  to 
revitalize  the  housing  industry  by  strengthening  the  financial  stability  of 
home  mortgage  lending  institutions  and  ensure  the  availability  of  home 
mortgage  loans  at  a  reasonable  rates.  This  is  to  be  accomplished  by  giving 
aid  to  troubled  institutions  to  prevent  aidditional  decreases  in  net  vK>rth. 
In  return  for  this  aid,  the  institutions  must  make  mortgages  at  below 
market  interest  rates  to  first  time  home  buyers. 

We  recognize  the  problems  of  the  thrift  industry.  These  problems  are 
illustr^ted  by  almost  any  figures  on  the  thrift  industry  that  one  consults. 
For  example,  the  net  worth  of  the  savings  and  loans  fell  by  $864  million  in 
January  1982.  During  1981,  industry  net  worth  has  declined  by  $5.53 
billion,  a  17.1%  decrease.  Deposits  of  the  thrift  institutions  declined  by 
$331  million  in  January  1982.  However,  in  February,  1982  the  deposits  at 
savings  and  loans  increased  by  $700  million.  ^ 

The  figures  given  above  are  aggregate  figures  and  obscure  the 
conditions  of  individual  institutions  that  are  doing  well  and  have  no  need 


1  Wall  Street  Journal,  February  26,  1982,  March  26,  1982 
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OBsd  tfae  aid.    Ihis  will  help  to  «»p  t2»  i 

this  period  of  wpmMnj  restraizK  ly  the  > 

be  tM9etjed  enly  to  those  institnUon 

prableiB  of  the  imtitnticra  are  caosed  fay  tad  ■bihijiimiiii  which  shoiUd  not 

be  aubsidizad. 

Indkntry  f  ioons  ^or  the  ber*s  show  that  they  have  not  bean  hit  as 
hard  as  thrifts.  Xnooae  as  a  peicewl  of  assets  has  ifiii'wrt  fairly  stable 
over  tiae  vith  a  aaall  decline  for  1961,  but  hank  profitability  relative  to 
other  indbstries  has  declined.  (See  Attactaent  1).  OoHBiercial  banks  do  not 
profit  froB  hic^  interest  rates,  bat  also  their  earnings  are  not  devastated 
by  hic^  rates  either.  Tfds  stability  results  froai  the  diversification  of 
cu—  I  rial  bank  portfolios. 

Aaain,  tiie  aggreoate  figures  obscure  the  position  of  individual 
cumetcial  hanks.  *tary  of  the  tiliLfs  of  our  Assoriation  are  ooMunity 
bonks  with  large  portfolios  of  eortgages.  These  aeabers  are  experiencing 
essentially  the  saae  problece  as  the  thrift  institutions  and  should  be 
eligihle  for  the  sane  aid  as  the  thrift  institutions.  In  addition  banks  in 
agricultural  areas  have  been  hard  hit  by  the  effect  of  high  interest  rates 
on  inoGBe  of  farmers. 

Ocmerrial  hanks  are  not  imtine  to  the  problens  experienced  by  thrift 
institutions  and  the  costs  involved  in  aiding  the  troubled  institutions. 
Banks  have  been  subject  to  the  increased  cost  of  funds  and  runoffs  of 
deposits  as  depositors  have  becoaie  aware  of  alternative  investnents 
offering  higher  rates  of  return  than  can  be  paid  on  nany  accounts  at  banks. 
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As  members  of  the  FDIC  conmercial  banks  have  borne  part  of  the  cost  of 
aiding  troubled  institutions.  Members  of  the  FDIC  have  experienced  a  net 
increase  in  assessment  fees  paid  to  the  FDIC  because  of  the  aid  required  by 
mutual  savings  banks.  Hiis  net  increase  has  come  in  the  form  of  a 
significantly  reduced  rebate  on  the  premium  this  year  and  there  is  no 
expectation  of  a  rebate  on  premium  next  year  or  for  some  years  thereafter. 
Commercial  banks  are  disadvantaged  as  well  by  the  paralysis  of  the 
legislative  process  and  DIDC  decisions  regarding  the  deregulation  of 
depository  institutions. 

Itie  Association  connends  the  House  Banking  Committee  on  its  efforts  to 
date  to  address  the  short  run  problems  of  the  depository  institutions.  The 
Chairman  and  other  members  have  been  in  the  forefront  of  much  legislation 
aimed  at  easing  the  present  difficulties.  The  Association  supported  the 
regulator's  bill,  HR4603,  with  some  amendments,  that  was  passed  by  the 
House  last  year.  The  bipartisan  leaderhip  of  the  Coirmittee  assured  passage 
of  the  resolution  affirming  that  deposits  at  federally  insured  banks  and 
savings  institutions  are  backed  by  the  full  faith  and  credit  of  the  United 
States.  Although  we  did  not  feel  that  this  was  necessary,  vie  commend  the 
responsiveness  of  the  Committee  to  the  Federal  Home  Loan  Bank  Board,  which 
did  feel  it  was  needed. 

I.   Long  Run  Considerations 

Aid  measures  for  either  depository  institutions  or  housing,  must  be 
viewed  in  the  context  of  budget  deficits  and  the  cost  of  other  aid  plans 
under  consideration.  A  loiirering  of  the  Interest  rates  is  the  only  thing 
that  %dll  solve  the  problems  of  the  thrifts  and  the  other  sectors  of  the 
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I  aid  puans  beiag  < 

potcntiJl  effect  en  t3»  bed^et  deficic.  It  is  dif&Golt  to  OBnaHt  on  m^ 
single  aid  plan  tacaiwe  t^egc  is  no  <jii<rtf^  that  it  will  be  tiie  otdy  plan 
enacted.  Host  likely  ocber  aid  pXaos  vili  also  be  enected  vbich 
CDoId  have  ac  ahealtiy  effect  or  t3»  bad^et  deficit  md  ate  < 
feel  tiBt  the  effect  on  ate  taodget  of  aof  aid  plaa  being  ooasidtfed  is  of 
paraHomt  iapoctanoe. 

Althou^.  lower  interest  rates  vill  ease  tfae  short  nm  pcobleas  of  the 
thrift  institntions,  the  thrifts  vill  be  subject  to  th»  smo  eMninji 
problens  if  interest  rates  increase  again  mless  they  aooi|it  tiie  reality  of 
the  narfcet  place.  The  aarfcet  place  for  oonMar  d^nsits  no  longer  belongt 
exclusively  to  the  depository  institutiofs.  High  interest  rates  and 
RBgulaticn-O  restrictions  on  rates  that  can  be  paid  on  tiB»  and  savings 
aooounts  hafve  seen  to  that.  Honey  aarket  funds,  unregulated  as  to  rate  and 
uninsured  but  able  to  pay  aarfcet  rates  on  deposits  have  attracted  billions 
of  dollars  froa  depository  institutions.  Depository  institutions  will  be 
at  a  disadvantage  as  long  as  they  are  prevented  froa  ooapeting  effectively 
in  the  aarfcet  place.  Repeated  periods  of  losses  for  large  nusbers  of 
depository  institutions,  can  be  expected  until  legislation  is  enacted  or 
regulations  are  changed  to  allow  the  depository  institutions  to  ooapete 
with  Boney  sarket  funds  in  offering  narket  interest  rates  on  deposits*  Any 
legislation  that  prevents  the  adjustment  should  be  called  into  question, 
and  any  expenditure  of  taxpayers  noney  which  insulates  the  institutions 
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from  the  realities  of  the  market  place  is  costly  to  the  banking  and  thrift 
industry  and  an  unvise  use  of  public  funds. 

Our  Association  feels  that  the  long  term  interest  of  all  depository 
institutions  can  be  best  served  by  expansion  of  competitive  powers  for  all 
institutions,  the  consensus  statement  outlining  our  Associaticfi's  position 
is  in  Attachment  2.  It  outlines  the  willingness  of  our  AssociatioHr  given 
certain  conditions,  to  support  the  extension  to  thrift  institutions  of 
various  bank  like  powers  that 
v#ould  enable  them  to  compete  in  the  future. 

Since  the  largest  competition  faced  by  depository  institutions  is  from 
money  market  funds,  depository  institutions  roust  have  some  way  of  gaining 
hack  the  funds  that  have  been  drawn  away  by  this  competitor.  Our 
Association  has  been  urging  for  some  time  that  the  Depository  Institutions 
Deregulation  Ccmnittee  act  to  increase  the  competitiventes  of  the 
depository  institutions.  We  have  been  proposing  three  kinds  of  actionsc 
(1)  create  a  short  term  deposit  instrument  in  the  form  of  special  NOW 
account  on  which  there  would  be  no  interest  rate  ceiling  on  the  entire 
balance  in  the  account  as  long  as  the  balance  %#as  above  $5,000;  the  NOW 
account  ceiling  would  be  imposed  whenever  the  balance  fell  below  $5,000  (2) 
establish  a  firm  schedule  for  the  deregulation  of  interest  rate  ceilings  on 
all  categories  of  time  and  savings  deposits;  and  (3)  lower  the  minimum 
denomination  of  certificates  with  no  ceiling  from  $100,000  to  $25,000.  The 
first  action  will  let  depository  institutions  compete  much  more  effectively 
for  the  relatively  large  amounts  of  small  consumer  deposits  that  are 
currently  being  lost  to  money  market  funds.  The  second  action  will  provide 
depository  institutions  with  the  time  to  adjust  to  ceilingless  deposit 
accounts.  By  beginning  with  longer  term  deposits,  it  %#ill  also  peratt 
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izBtitB^oHB.    JlR  'lilt  ■!!  !■   tSvt  vill  sl^sv  dtpositacy  XBStitaitioBS  to 
cqytte  vit^  tSie  aanev  var^-e  ^j^ds  is  rum^i  if  dipositocy  iBStitutioctt 
are  to  oairtxiTi  tbrir  ability  to  serve  tfaeir  coataaacs*  Ta>tas> 
H.     ^i*"  »ranas»i< 

\k  wnrjl-'  Ifte  to  f  HlnsiTe  the  faet  that  tiaere  is  m  naad  fot  my  aid 
piujiao  far  dipoaitors.    There  are  cnou^  raaourccs  awaiiabie  to  ptotact 
depositors  in  the  event  tis  institution  holding  their  funds  axpariance 
difficulties.  Ihe  POSC,  VSLIC  and  ooafianion  state  insuraooa  oocporations 
have  sufficient  fiaids  to  deal  with  the  probXeo.     In  addition,  the 
resolution  badking  insured  deposits    with  the  full  faith  and  credit  of  tha 
Ukiited  States  adds  additional  protection. 

Legislation  which  eases  the  problans  of  individual  depository 
institutions  and  their  Banageoent  should  not  be  used  to  bail  out  bad 
■anagers,  but  rather  to  aid  good  Managers  in  their  adjustnant  to  changed 
■arfcet  conditions.    This  a(^justxient  can  best  be  acconplishad  by  allowing 
the  thrifts  nore  diversity  in  their  portfolios,  and  any  aid  should  be 
considered  as  a  bridge  to  that  point. 
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legislation  is  being  considered  or  has  been  enacted  which  will 
ease  the  problems  of  the  thrift  institutions.  TO  the  extent  that  this 
legislation  gives  expanded  asset  powers  to  thrifts,  concern  has  been 
expressed  about  a  decrease  in  the  funds  available  to  the  housing  industry. 
Tfiese  fears  are  unfounded.  The  housing  industry  is  no  longer  so  closely 
linked  to  the  behavior  of  the  thrift  industry,  (it  is  currently  held 
hostage  to  inflation  and  high  interest  rates)  but  rather  has  become  much 
more  integrated  into  the  capital  market.  Although  the  thrift  institutions 
continue  to  play  a  large  role  in  the  financing  of  housing,  other  investors 
have  and  will  increase  their  role  in  the  provision  of  housing  finance. 
Savings  and  loans  and  mutual  savings  banks  together  hold  less  than  half  of 
the  residential  mortgages  outstanding.  Cofrmercial  banks  hold  about  16%  and 
mortgage  pools  and  trusts  hold  about  12%.  The  proportion  of  housing  credit 
supplied  by  oomnercial  banks  has  been  trending  upwards  since  the 
mid-1960' s.  In  addition,  commercial  banks  have  supplied  funds  for  various 
activities  needed  to  support  housing  in  addition  to  home  mortgages.  (See 
Attachment  3  "Banking's  Contribution  to  Housing.*) 

Mortgage  pools  and  trusts  have  increased  their  holdings  dramatically 
since  the  early  1970' s.  The  growth  of  mortgage  pools  and  trusts  as  a 
supplier  of  mortgage  credit  in  the  last  few  years  illustrates  that  other 
lenders  are  furnishing  credit  at  an  increasing  pace.  With  the  secondary 
market  for  mortgages,  alternative  sources  of  credit  are  developing  which 
will  continue  to  supply  the  housing  needs  in  the  future.  The  President's 
Conmission  on  Rousing  has  recognized  this  fact  and  recomn^nded  specific 
changes  that  would  aid  in  increasing  diversification  of  the  supply  of 
housing  finance. 

we  feel  that  aid  to  institutions  or  managers  rather  than  depositors  is 
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not  needed.  If,  hcMever,  it  is  decided  to  give  soce  aid,  certain  aspects 
need  to  be  considered.  Ttie  institutions  that  need  the  aid  because  of 
■arket  conditions  should  be  eligible  for  aid.  The  aid  should  be  Bade  with 
incentives  for  portfolio  adjustment  of  the  institution  to  the  long  run 
realities  of  the  larket  place.  In  adrlition,  there  should  be  sone 
disincentives  such  that  the  use  of  this  aid  is  not  considered  lightly. 
Institutions  that  have  need  of  aid  because  of  poor  nanageoent  should  not  be 
eligible.  Many  bankers  perceive  that  soiae  troubled  savings  and  loans  are 
not  making  the  nanagenent  changes  needed  to  cope  with  the  changing  reality. 
Much  of  the  evidence  is  anecdotal  but  the  feeling  is  widespread  among 
bankers  that  this  is  true.  If  this  is  the  case,  these  institutions  should 
not  be  eligible  for  the  aid.  The  best  way  to  assure  that  aid  is  going  to 
those  instituitons  %#hich  deserve  it,  is  to  give  the  regulators  discretion  in 
determining  the  institutions  which  %#ill  be  eligible  for  aid.  Without  this 
discretion,  undeserving  managements  will  receive  aid,  resulting  in 
continued  problems  for  the  thrift  industry  because  of  subsidization  of  bad 
managers  and  increased  costs  to  the  taxpayers. 

Once  the  eligible  institutions  are  determined  and  the  aid  is  given, 
those  institutions  must  be  able  to  use  the  aid  in  the  most  efficient 
manner.  Any  aid  that  is  given  is  a  loan  or  potential  loan  of  tax  payers 
money.  Since  banks  are  money  lenders,  they  are  familiar  with  the  problems 
involved  and  the  conditions  that  one  puts  on  loans.  When  a  bank  lends 
money  it  wants  to  make  sure  that  it  will  be  paid  back.  To  accomplish  this, 
once  the  borrower  has  been  approved,  it  must  be  able  to  use  the  funds  in  a 
manner  thay  enhances  its  ability  to  repay  the  loan.  If  the  bank  tries  to 
dictate  policy  on  the  usage  of  the  funds,  it  may  prevent  the  firm  or 
individual  from  using  them  in  the  most  profitable  manner  and  therefore 
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cause  it  to  go  under.  Thus  the  loan  is  not  paid  back  and  the  bank  loses. 
Similarly,  if  the  borrowing  institutions  that  are  eligible  for  this  aid  are 
too  heavily  controlled, they  will  not  become  profitable  and  the  taxpayer 
will  lose.  In  short,  put  rigorous  requirements  on  determining  which 
institutions  are  eligible  for  aid,  but  once  the  aid  is  given,  allow  the 
institutions  to  operate  in  the  most  efficient  manner. 

Finally,  any  aid  given  should  be  given  in  the  form  of  guarantees  pr 
some  type  of  capital  certificates  rather  than  as  cash  loans.  This  will 
decrease  the  upfront  cost  of  the  aid  and  minimize  its  impact  on  the  budget 
deficit.  In  addition,  if  the  aid  is  successful  in  its  purpose  of 
preventing  the  failure  of  the  institutions,  then  there  should  be  no  reason 
to  exercise  the  provisons  of  the  guarantee.  However,  additional  powers  and 
incentives  are  still  needed  to  bring  about  the  desired  long  run 
adjustments. 

III.  HP  5558 

Mr.  Chairman,  we  cannot  tell  you  whether  any  aid  program  should  be 
passed.  Consideration  must  be  given  to  the  totality  of  all  aid  programs 
finally  enacted  and  their  effect  on  the  budget.  The  evaluation  of  any 
single  aid  program  ignores  the  budgetary  effect  of  other  aid  programs.  We 
do  feel  however,  that  H.R.  55f>8  in  its  present  form  should  not  be  enacted. 

To  evaluate  in  a  uniform  fashion  the  many  proposals  being  considered, 
a  set  of  criteria  was  developed  and  accepted  by  the  Banking  Leadersip 
Conference  of  the  Associaiton.  These  criteria  are  contained  in  Attachment 
4. 

'Tf)e   first  and  second  criteria  deal  with  the  financing  of  the  aid  for 
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troubled  depository  Institutions.  The  first  states  that  the  aid  should  be 
explicit  and  the  cost  included  in  the  budget  such  that  Congress  must  vote 
on  the  amount  aid  in  HR  5568.  The  second  criterion  states  that  the  aid 
should  be  limited  to  a  certain  time  period  and  not  automatically  extended. 
Although  R.R.5568  proposes  that  institutions  may  use  the  assistance  for  no 
more  than  two  years,  there  is  no  cutoff  date  for  aid  to  the  institutions. 
The  bill  as  written  meets  the  first  criterion  but  not  the  second. 

The  third  and  fourth  criteria  deal  with  who  should  receive  the  aid  and 
the  conditions  that  should  be  put  on  the  institutions  which  receive  the 
aid.  The  third  specifies  that  the  assistance  should  be  made  available  on 
the  same  terms  to  all  federally  insured  depository  institutions  which  are 
experiencing  difficulty.  The  legislation  as  written  does  satisfy  this,  but 
is  biased  toward  savings  and  loan  institutions.  Because  both  savings  banks 
and  conmercial  banks  are  regulated  more  strictly  than  savings  and  loans, 
the  two  percent  capital  ratio  would  rule  out  participation  by  most  of  these 
institutions.  Given  the  criteria  in  the  bill,  of  the  17  banks  that  failed 
or  were  merged  by  the  FDIC  in  1980  and  1981,  none  would  have  qualified  for 
aid.  (  See  Attachment  5) .  The  fourth  calls  for  disincentives  to  using  the 
aid.  The  bill  contains  some  disincentives,  but  these  insufficient  to 
prevent  misuse  of  the  aid  by  unqualified  institutions. 

The  fifth  criterion  states  that  the  type  of  aid  should  be  determined 
by  whichever  has  the  minimum  cost  to  the  agency  extending  the  aid.  Has 
this  aid  been  determined  to  be  the  least  cost  method  of  aiding  the 
institutions?  Hiere  may  he  other  means  that  could  accomplish  the  same  goal 
at  lower  cost  and  these  alternatives  should  be  examined. 

In  addition  to  the  points  raised  above,  the  Association  has  other 
oocments  regarding  R.R.  5568.  It  has  been  indicated  that  the  bill  may  be 
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amended  to  use  a  govenvnent  guarantee  rather  than  a  cash  loan.  As  stated 
above,  we  would  prefer  the  use  of  a  government  guarantee  rather  than  a 
loan. 

Although  the  intent  of  the  proposed  bill  is  to  aid  the  short-run 
problems  of  the  specialized  thrift  institutions,  the  means  of  giving  this 
aid  are  questionable.  The  attempt  to  conrbine  aid  to  the  depository 
institutions  and  the  housing  industry,  while  well  intentioned  is  unworkable 
as  stipulated. 

Requiring  that  50%  of  an  institution's  net  new  deposits  be  lent  to 
first-time  home  buyers  at  1%  over  the  average  cost  of  funds  for  the 
increses  the  long-run  adjustment  problems  of  thrift  institutions.  They  will 
again  be  burdened  with  mortgages  that  are  below  the  market  rate  of 
interest.  The  long  run  position  of  the  thrifts  would  be  improved  by  having 
them  expand  their  portfolio  of  assets  to  give  a  better  match  to  the 
liabilities  that  are  held. 

The  lending  requirement  will  cause  the  institutions  to  be  worse  off 
than  before.  The  new  lending  will  most  likely  be  at  a  rate  below  the  cost 
of  the  new  deposits  that  will  support  the  lending.  The  estimated  cost  of 
funds  over  the  last  6  months  of  1981  for  savings  and  loans  was  11.50%.  New 
funds  will  be  attracted  by  those  deposits  that  pay  close  to  the  market 
rate.  As  an  example,  six  month  money  market  certificates  paid  an  average 
of  14.09%  over  the  last  six  months  of  1981.  Under  the  bill's  requirement, 
the  loan  would  have  to  be  made  at  12.50  and  would  be  supported  by  funds 
costing  14.09%.  Ttiis  would  result  in  a  loss  to  the  institution  of  1.5%  per 
year.  Thus  the  institution  is  worse  off  for  making  the  loan. 
IV.  Conclusion 

Our  Association  does  support  the  goals  of  this  legislation.  However, 
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\m  feel  the  9»e]s  can  otay  be  aooo^pliahed  tSsxDugjh  m  ptriod  of  Iom  interest 
rates.    Tb  the  extent  ttet  the  aid  r*=^'^»l>  cnoet betes  the  deficit  or 
frustrates  the  decline  in  interest  rates  it  does  aore  hera  thm  90od«     In 
addition,  any  legislation  that  atteapts  tc  shield  the  a|>eciaUaed  thrift 
institutions  froai  thm  realities  of  the  aBrlcet  place  will  not  iiork  mtd  will 
ultiaetely  be  very  costly  to  bariking  «id  the  specialised  thrift  industries. 
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Table  1 


— Net  Inooae  as  a  Percent  of  Average  Assets- 
Rank  of  Bank  Profitability  Coaf»ared 
to  30  Other  Industries  1/ 


Tear  Hank 

1969  21 

1970  23 

1971  17 

1972  8 

1973  8 

1974  9 

1975  9 

1976  17 

1977  23 

1978  23 

1979  23 

1980  1/  ko 


2/   Froa  Survey  of  Industry  conducted  yearly  by 
R>rbes  Mnazine. 


2/  49  industries  surveyed. 
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TabU  2 


Income  After  Taxes 


Insured 

Commercia) 

Banks 


1965 

2.5» 

1966 

2.68 

1967 

3.U 

1968 

3.^2 

1969 

^.33 

1970 

11.84 

I97J 

5.24 

1972 

5.65 

1973 

6.58 

197^ 

7.09 

1975 

7.25 

1976 

7.84 

1977 

8.88 

1978 

10.76 

1979 

12.84 

1980 

14.01 

S  billion 


Bank  income  as  a 

All 

Percent  of  Corporat 

Corporations 

Income 

{%) 

46.3 

5.42 

49.4 

5.43 

47.2 

6.65 

49.4 

6.92 

47.2 

9.17 

41.3 

11.72 

49.0 

10.69 

58.9 

9.59 

76.6 

8.59 

85.1 

8.33 

81.5 

8.90 

102.5 

7.65 

120.0 

7.40 

140.3 

7.67 

167.8 

•7.65 

163.2 

8.58 

Source: 


FDIC  Annual   Reports,  Economic  Report  of  the  President,   February  1982. 
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Bank  Prefltoblllty  and  Inflation 


insurad  Cownarclal 
on  Equity  (Nat  Inc 
a  Parcant  of  Avara 

Katum 

Inflation 
Rata  b/ 

Estlmata  of  Raturn  on 
Equity  Aftar  Adjusting 
for  Inflation  c/ 

Equity)  •/ 

High  CstliM 

itad/ 

Low 

Ettlmate 

t 

\ 

9.01 

7.6 

7.* 

9.20 

6.5 

5.9 

10.13 

7.8 

7.2 

10.27 

6.^ 

5.6 

12.01 

6.8 

6.0 

12.ii0 

7.8 

7.0 

12.*3 

10.1 

9.3 

12.29 

9.3 

8.3 

12.95 

5.3 

*.3 

12.59 

12.2 

1.7 

0.8 

11.75 

5.6 

^.8 

11.^8 

7.8 

6.6 

11.71 

5.8 

5.0 

12.90 

*.9 

4.1 

13.90 

13.3 

2.0 

1.1 

13.68 

12.2 

2.8 

1.9 

Yaar 

1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
197* 
1975 
1976 
1977 
1978 
1979 
1980 

a/  Avaraga  of  aqulty  capital  at  baglnning  of  yaar  and  and  of  yaar. 

b/  Parcant  Incraasa  In  tha  Contunar  Prica  indax,  Dacanbar  to  Dacambar. 

c/  Both  astinatat  of  ratum  on  aqulty  Ignora  gaint  or  Iosms  rasulting  from  a 
*"  Maturity  Inbalanca  bat««aan  assats  and  llabllltlas  whan  Intaratt  ratat  change. 

Both  astlnatas  alto  traat  changai  In  tha  aqulty  acceunt,othar  than  divldandt 

or  profit!, tha  %mm  as  nat  sala  of  stock. 

Footnotas  contlnuad  on  naxt  paga. 
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d/  Th«  high  estimate  of  return  on  equity  assumes  that  dividends  are  paid  at 
"    the  first  of  the  year  and  any  net  sale  of  stock  occurs  at  the  end  of  the 
year.  Thus,  net  return  on  equity  Is  calculated  as 


E«-i    -     Df 


where 

Rf  ■  high  estimate  of  net  return  on  equity  adjusted  for  Inflation. 

E^  ■  equity  capital  at  end  of  period  t. 

St.  ■  net  sale  of  stock  In  period  t. 

De  ■  dividends  paid  during  period  t. 

CPIt  ■  consumer  price  Index  during  period  t. 

Since  data  for  S  was  not  available  for  all  periods  It  Mas  estimated  by 
St    -  Et  -  E^.,   ♦  De  -  Pf 

where  Ft   ■  net  Income  during  year  t. 

e/  The  low  estimate  of  return  on  equity  assumes  that  dividends  are  paid  at  the 
"    end  of  the  year  and  any  net  sale  of  stock  takes  place  at  the  beginning  of  the 
year.  Thus, 


1 


where 

A 

K^        -     low  estimate  of  return  on  equity  adjusted  for  Inflation. 
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Perspective:    tanking  Leaders'  ConseftSMS 

The  taerlctn  Bankers  Assoclitlon  will  Mdc  tn  t^rr  possible  fo 
Ait4  via  ever>  possible  leglslatWe  and  re^ulitory  vehicle  tkt  txpMslon 
Of  b«nk  pcvtn  vhich  Is  necei£4Ty  to  mtkt  banking  competitive  In  the  1980s. 
Thit  inclgdes  i  penunent  federal  ust/ry  override,  a  pennnent  override  of 
stat«  pr^hfbf tlons  of  due-an-$a1e  clauses,  signif learnt  relief  Iron  ban^ln^^^ 
regulatory  burden  (FlRA,  Truth  fn  lending,  and  t^k,  for  example)  and  all  the 
banking  poi#<r$  ermme rated  lo  ^BA*t  earlier  response  to  S*  n?0  and  In  ABA's 
banking  agenda  for  change  endorsed  by  the  Banking  Leadership  Conference. 

The  tanking  Leadership  Conference  reiterated    ts  support  for  existing 
provisions  of  S.  1720  which  override  state  prohibitions  of  due-on-sale 
clauses  In  nortgages    overHije  state  osury  sututes:  authorize  tanii  under- 
Mrltlng  of  revenue  bonds  and  offering  of  autuai  funds     substantively  refora 
the  Truth  In  Lending  Act;  ellninate  excessive  restrict lofli    n  the  Financial 
Institutions  Regulatory  Act;     ibera  lie  national  bank     ending  ar)<l  borrowing 
Halts,  real  estate  activities  and  the  treatment  of  bankers'  acceptances 
and  of  bank  affiliates;  and  provide  the  regulatory  agen;;ies  with  additional 
powers  they  have  requested  to  deal  with  troubled  depository  institutions. 

Looking  beyond  these  provisions,  which  currently  are  p4rt  of  S,  1720. 
the  Banking  Leaders^iip  Conference  concluded  that  noderni^ation  of  banking 
awl  to  peraU  local  banks  to  continue  to  »erve  the  financial  nee<}t  of  their 
customers  «nd  coanuAUies  aust  aUo  include      authorl ration  for  banks  to 
offer  a  full       ne  of  Insurance  brokerage  services,  removal  of  any  restrictions 
on  the  offering  of  full   sectjrUles  brokerage  servkcSi  peraisslon  to  nake 
equity  Investscnts  in  rtA\  estate  (as  all  other  financial  entitles  «re 
pcnitted  to  do);  and  authorization  to  engage  in  real  estate  brokerage. 
developnent  and  nanagenent  activities.  -v. 

Any  acceptance  by  banking  of  any  further  bank- like  powers  for  thrift 
institutions  Is  dependent  absolutely  upon  Material  progress  toward  deregulation 
In  the  March  ZZnd  aeeting  of  the  DIDC.    Such  progress  should  include 
estabMstoent  of  a  dependable  schedule  for  phasing  out  Reg  Q  and  the 
differential  and  the  creation  of  truly  coaipetitive.  short- tern  deposit 
instnaients. 

Further,  ai^y  acceptance  by  banking  of  any  bank-like  powers  for  thrifts 
Is  dependent  upon  Congressional  support  for  banking's  agenda  for  change. 
In  any  event,  thrift  institutions  will  have  to  aake  their  own  political 
case  for  eipans  on  of  their  a$set  powers.    To  the  extent  that  they  are 
able  to  wake  that  case  convincingly,  the  following  is  a  plan  on .which  the 
■eabers  of  the  Sank  nq  Leadership  Conference  would  be  willing  to  seek  wider 
agreeaent  within  the  nationwide  banking  conainlty: 

0  Provided  that  the  statutory    nterest  rate  differential  is  repealed 
and  DIDC  directed  to  reaove  all  existing  differentials    a1     federal  SALs 
would  be  peraitted  to  originate,  acquire,  and  bold  up  to  S%  of  their 
assets  in  coaaercial  loans  if  such  loans  are  nade  within  the  state  where 
the  SAL  is  located  or  within  75  ailes  of  the  SSL  s  home  office,  and  to 
accept  deaand  deposits  which  trt  tied  to  such  coaaercial  loans. 
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0  At  such  tine  as  Reg  Q  Is  phased  out,  federal  SAls  and*federa1 
■utual  savings  banks  Mould  be  penal tted  to  originate,  acquire',  and 
hold  an  additional  5%  of  their  assets  in  coanerclal  loans  (for  an 
aggregate  of  lOt). 

0  Any  federal  SAL  or  mitual  sdvingi  bank  wishing  to  originate,  c 
acquire    and  ha1^  sore  than  10%  of  its  Assets    n  coviercldi  loans 
or  ZOt    A  coAS^er  loans  Mould  b«  required  to  seek  a  bank  charter 
as  either  a  national  or  state  chartered  Institution.     As  a  bantc, 
the  forner  thrift  Institution  wculd  then  have  to  cooply  with  applicable 
state  branching  laws,  if  ahy.    In  the  event  the  branches  were  prohibited, 
the    nstltution  would  be  given  two  yMrs  to  dispose  or  the«e  branches. 
If  branches  are  allowed,  they  could  be  retained,     if  holding  co«pany 
laws  apply,  the  branches  would  have  to  be  converted  to  holdlng^  co^)any 
affiliates. 

0  In  addition.  a11  coiMercial  banks  should  at  their  option  be  penrftttd 
■eabership  In  the  federal  Hont  Loan  Bank  Syste*  slallar  to  the  status  now 
enjoyed  by  soae  FDIC- insured  njtual  savings  banks  and  life  Insurance 
co^)an1es.    This  provides  the  opportunity  for  banks  active  In  Mortgage 
finance  to  qualify  for  FHr.BB  advances  and  Toans.    Also,  banks  should 
have  the  option  of  converting  thetr  charters  to  federally  Insured  savings 
and  loans. 

Regarding  the  special  powers  requested  by  the  regulators  to  deal 
with  troubled  financial  Institutions.  ABA  renews    ts  previous  support 
for  the  regulators'  bill,  which  generally  Is  Incorporated  In  S.  1720. 
with  further  aaendaents  suggested  by  the  r'egulators  (a  $1  billion 
threshold  to  trigger  application  of  the  powers  to  falling  banks  and    • 
continued  regulation  by  the  FDIC  of  mutual  savings  banks  converting-  v. 
to  federal  charters). 

Regarding  action  on  expansion  of  (leposl lories*  powers,  the  deteniinant 
Is  whether  the  Congress,  the  DIDC  and  the  thrift  industry  show  by  their 
actions  a  bona  fide    nterest    n  work  ng  wUh  banking  for  our  agendi  for 
change*    A  key  neaiurement  of  this  coowftwent  will  be  the  OIOC^s  Kirth  22 
decision*.     If  this  connitaent  t,  evident,  banking  ii  prepared  to 
reciprocate  by  considering  a  fiscally  responsible  program  for  deal  ng 
with  the  low-yielding  leortgage  situation  of  all  depositories  and  by 
agreeing  to  the  pUn  described  above  for  thrift  asset  powers. 
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TSJS,,  viA  over  $250  faiUiar.  in  hoK  maty^g  ori^ianed  ■■■ally  by  aU 
Only  the  ^titit  regoiiiiia.!  sf  the  Fto^enl  ijliihiwh   i  tmi!  tl»  iiil  cradit 
rey ii  gnwn  s  for  hoHS  wortgfae&» 

In  order  to  raise  ti»  €im«uu&  cipitpl  required  for  ■ortqage  lending*  a 
nrwpler  neCHork  of  lenders^  iiuwuii.  t  agencies,  and  iiwestors  has  bean  devalcpad  to 
deliver  aortgage  loans  to  the  aiUions  of  faadlias  an*  individuals  buying  a  hoaa  aach 
year.  The  tuo  largest  suuiocs  of  Mortgage  cradit  finds  are  savings  and  lo«) 
associations  (of  which  there  are  ahoot  4,fi0li  institutions)  aid  full  service  banics  <of 
«Mch  there  are  ahout  14,500  irstitotions) .  Other  lenders  are  the  »itual  savings  bante 
(4tt)  institutions);  aort^age  hankers;  and  life  insurance  coafwiias. 

In  the  past,  thrift  institutions  have  garnered  nost  of  the  credit  for 
financing  residential  housing.    But  direct  Mortgage  credit  is  not  the  sola  raqoiraaant 
for  providing  decent  housing,  ficusing  also  depends  on  the  existanoe  of  streets  and 
sewers,  utilities,  construction  ooafianies  and  industry  to  produce  housing  atttarials; 
eac^  of  these  eleaents  is  financed  by  banks. 

t.  Residential  Wort<ywe  Loans 

Banks  held  $187.4  billion  in  residential  aortgages  at  the  and  of  the 
fourthguarter  of  1961,  ranking  second  only  to  the  savings  and  loan  industry  in  these 
loans.     Ploreover,  full  service  banks  originated  $22.3  billion  in  residential  nortgaga 
loans  d^ing  1961,  over  20%  of  the  total.     V 

Residential  Mortgage  Loans  Outstanding  by  Type  of  Lender 
Fourth  Quarter  1961 
(Billions  of  Dollars) 


Lendi^r 


Savings  and  Loans 

f^ill  Service  Banks 

Mortgage  Pools  or  Trusts 

Mutual  Savings  Banks 

Federal  &  Related  Agenices  ^.8 

Life  Insurance  Companies 

All  Others 


One-to-Fbur     ' 

Pet.  of 

Multi- 

Pet.  of 

Total 

Pct.of 

Fnily 

Tbtal 

Finily 

Total 

Total 

432.7 

42.5 

38.3 

26.7 

471.0 

40.6 

172.5 

1C.9 

14.9 

10.4 

187.4 

16.1 

i    136.3 

13.4 

10.1 

7.0 

146.4 

12.6 

65.4 

6.4 

17.4 

12.1 

82.8 

7.1 

:es  66.8 

6.6 

14.6 

10.2 

81.4 

7.0 

5       17.8 

1.7 

19.9 

13.9 

37.7 

3.2 

126.5 

12.4 

28.3 

19.7 

154.8 

13.3 

Tbtal 


1018.0 


100.0% 


143.5 


100.0%       1161.5     100.0% 


Source:       Federal  Reserve  Bulletin,  February,  1982 
1/    HUD  News  No.  82-45,  March  9,  1982 
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II.     Secondary  Mortgage  Market 

The  secondary  mortgage  market  has  become  an  increasingly  vital  segment  of  the 
total  residential  financing  system.  Banks  contribute  significantly  to  the  support  of 
these  secondary  markets  through  ownership  of  their  securities.  As  of  the  end  of 
December  1981,  banks  held  $14.2  billion  in  debt  securities  of  the  three  sponsored 
secondary  market  agencies.  Banks  hold  over  20%  of  the  total  outstanding  debt  issues 
of  the  largest  of  the  agencies,  the  Federal  National  Mortgage  Association. 

In  addition  to  these  secondary  mortgage  market  securities,  banks  also  hold 
$14.4  billion  in  securities  of  the  Federal  Home  Loan  Banks.  Thus  banks  hold  a  total  of 
$7B.^y  billion  in  obligations  of  federal  government  agencies  involved  in  housing. 

Housing  Related  Securites  Held  by  Banks 
December  1981 
(Billions  of  Dollars) 

Secondary  Mortgage  Market 

Federal  National  Mortgage  Association       13.1 

Government  National  Mortgage  Association        .5 

Federal  Home  Loan  Mortgage  Corporation         .6 

Subtotal  14.2 

Other  housing  related  Agencies 

Federal  Home  Lof*n  Banks  14.4 

Subtotal  14.4 

Total  28.6 

Source:  Treasury  Bulletin,  February  1982,  TSO  4  &  5 

ITI.    Mobile  Home  Loans 

Banks  ^re  the  major  source  of  credit  for  purchasing  mobile  homes  which  have 
become  the  dominant  factor  in  the  lo%^-cost  housing  market.  Mobile  homes  accounted  for 
20.6%  of  the  new  single  family  dwellings  sol'^  in  the  U.S.  in  1980  V  and  strong  sales 
continue.  Mobile  homes  arc  virtually  the  only  kind  of  lo%if-cost  housing  that  is  widely 
available  to  American  families  earning  under  $8,000  per  year.  As  of  December  31,  1981 
banks  had  $10.3  billion  in  mobile  home  loans  outstanding,  55.7%  of  the  total.  ^ 


1/    Survey  of  Current  Business,  December,  1981 
£/  Federal  Reserve  Bulletin,   February,  1982 
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IV. 


Rasldentlal  Constnicticn  Loans 


Banks  are  a  aajor  su|]plier  of  funds  foe  residential  c6hBtcuction«  an 
essential  base  of  housing  finance.  At  the  end  of  the  fourth  quarter  of  1961,  banks 
held  $1B.5  billion  in  residential  construction  loans,  over  47%  of  the  total. 

Holdings  of  Residential  Construction  Loans  by  Type  of  Lender 
Fourth  Quarter  1961 
(Billions  o^.   Dollars) 


Lender 


P\ill  Service  Banks 
Savings  &  Loan  Associations 
Federal  Credit  Agencies 
Mortgage  Cccpanies 
Mutual  Savings  Banks 
All  Others 


One-to-Pbur 
Faadly 

12.0 
11.5 

.0 

.9 

.6 


Multi- 

Tota: 

Fanily 

6.5 

18.5 

2.2 

13.7 

2.6 

2.6 

.7 

1.6 

.7 

1.3 

1.3 

1.3 

TOTAL 
•Less  than  .05 


25.0 


14.0 


39.0 


Source:  HUD  News  No.  82-50,  March  12,  1982 

V.  Loans  for  the  Infrastructure  of  Housing 

The  total  shelter  needs  of  families  require  nore  than  just  the  direct 
financing  of  constructions  and  final  mortgages.  Also  needed  are  services  to  make  a 
house  usable  —  for  example,  such  private  and  municipal  services  as  electricity, 
water,  streets,  and  sfiwer».  Considering  all  financing  requirements  tu  provide 
adequate  housing  and  related  facilities,  banks  rank  near  the  top  of  the  lending 
groups.  Scxie  of  the  most  recent  data  available  reveal  that  banks: 

Provide  $8.5  billion  in  hone  iirprovenent  loans.   V 

Provide  credit  assistance  to  the  housing  industry  indirectly  through  the 
loans  they  make  to  other  housing  lenders,  such  as  savings  and  loan  associations, 
mortgage  hankers,  life  insurance  companies,  and  real  estate  investment  trusts, 
totaling  an  estimated  $20.9  billion.  V 


V  Federal  Deposit  Insurance  Corporation,  Deceinber  1981 


95-255   0-82-20 
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As  of  Decept)er  1981,  hanks  held  $151.3  billion  in  nunicipal  securities, 
nearly  50%  of  the  total.  V  An  estimated  $103.0  billion  or  68.1%  of  total  bank 
holdings  was  issued  to  finance  residential  support  facilities  "  schools,  roads, 
utilities  and  hospitals.  Itiis  estimate  is  based  on  the  percentage  of  1981  proceeds 
from  new  long-term  security  issues  of  state  and  local  government  used  for  such 
purposes. 

Use  of  Proceeds  of  New  Long-Term  Security  Issues 

of 

State  and  Local  Governments 

1981 


Use  of  Proceeds 


Public  Housing,  Hospitals  and 
other  Health  Institutions 

Utilities  and  Conservation 
Water,  Sever,  Electric  &  Gas  and 
Pollution  Control 

»:^ucetior. 

Elc-mentary,  Secondary,  Colleges  &  Universities 

Transportation 

Roads,  Bridges,  Ports  &  Airports 

Parks  and  other  Recreational  Facilities 

Fire  Stations,  Police  Stations  and  other 
Public  Safety  and  Service  Facilities 

Industrial  Aid 

Other  Purposes 

TOTAL 


Billions 
of  Dollars 

Pet.  of 
Total 

12.1 

26.1 

10.1 

21.8 

4.6 

9.9 

3.4 

7.3 

.7 

1.5 

.7 

1.5 

7.5 

16.2 

7.2 

15.6 

46.3 

100.0 

Source:       Municipal  Market  Developments,     Public  Securities  Association, 
February,  1982 

Note:  Components  may  not  add  to  totals  due  to  rourxSing. 

1/    FDIC  and  Federal  Reserve  Board  Flow  of  Funds  Accounts 
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VI.     Measuring  the  Banking  Industry's  Contribution  to  HousirKr 

Residential  Mortgage  Loans  "$187.4  billion 

Mobile  Home  Loans  10.3 

Residential  Construction  Loeins  18.5 

Federal  Housing  Agencies  Obligations  28.6 

Heme  Improvement  Loans  8.5 

Loans  to  Other  Housing  Lenders  20.9 

Municipal  Securities  Supporting  Housing  103.0 

im 

The  $377.2  billion  conmitment  by  the  banking  industry  to  housing  is  a  rough 
estimate,  hut  a  conservative  one.  It  does  not  cover  an  indeterminate  amount  of  loans 
to  contractors,  building  suppliers  and  other  businesses  engaged  in  housing 
construction, servicing  and  supply.  But  by  any  standard  of  measurement,  a  $377.2 
billion  investment  is  a  very  significant  conmitment  to  the  housing  industry,  this  puts 
hanks  in  a  close  second  position  to  the  savings  and  loan  associations  in  the  overall 
financing  of  the  nation's  housing  needs. 
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ATTACHMEMT  4 

2/22/82 

Banking  Leadership  Conference's 

Criteria  for  Direct  Assistance 

TO  Troubled  Depository  Institutions 

1.   Any  Federal  aid  should  be  direct,  explicit,  and  in  the  budget,  so  that 
Congress  has  to  vote  specifically  on  the  asiount  of  aid  given,  and 
its  duration. 


2.  Ttie  aid  should  be  limited  to  a  certain  time  period  and  not 
institutionalised  or  automatically  extended  so  that  it  can  be 
ended  after  thrifts  have  made  the  necessary  edjustmants  needed  to 
become  viable. 

3.  Any  assistance  should  be  available  on  the  same  terms  to  all  federally 
insured  depository  institutions  who  are  experiencing  the  same 
difficulties. 

4.  Tbt  assistance  should  entail  serious  disincentives  to  its  use  so  that 
only  institutions  who  have  tried  all  other  ways  of  alleviating  their 
problems  will  opt  to  use  it.  Such  disincentives  might  include  penalty 
interest  rates  for  long  term  loans,  strictures  on  the  type  of  business 
tines  institutions  may  enter,  the  removal  of  managements,  or  refusal 
to  grant  FHLBB  loans  or  Federal  Reserve  loans  to  institutions  that  did 
not  properly  diversify. 

5.  Ttie  type  of  assistance  extended  should  be  determined  by  whichever  has 
the  minimum  present  value  cost  to  the  agency  extending  the  aid. 
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AttackMot  5 


CondltioQ  of  Insurad  Banks  Raqulring  DisbursMMnta  by  FDIC 
in  1990  and  1981 


Data 


l/U/80 


;  of 


Capital  mm  X 
of  Aasata 


1.67 


1-4  faaily  aorttagaa 
aa  Z  of  aasats 


15.19 


Vat  incoaa 
for  yaar^ 
($000*s) 

(2145) 


2/12/80   First  Vational     9.01 
Bank  of  Carring- 
ton 


2.95 


90 


2/12/80   Mohawk  Bank       8.09 
4  Troat 

2/16/80   Citixana         11.12 
Stata  Bank 

6/28/80   City  and  County    5.42 
Bank  of  Caapball 


3.30 

6.88 

11.32 


16 


174 


8/8/80 


Miaaion  Stata 
Bank  4  Trust 


10/11/80    iQCbaUa  Bank 
tad  Tniar 

11/21/80  Citisan  Stata 
Bank  of  Galana 


0.11 


6.88 


12/31/80  Eaat  Gadaden  Bank  2.99 

3/14/81  South  Sida  Bank    2.14 

3/14/81  Daa  Plainaa  Bank   3.54 

3/17/81  Paoplaa  Banking  Co. 0.30 

6/19/81  Nortbvaat  CoMarca  5.84 


13.53 

10.37 

10.95 

• 

29.48 
0.28 
12.51 
10.59 
^.88 


(339) 

(  37) 

62 

243 

(246) 

(1448) 

(1015) 

(  114) 


9/25/81   Sonthwastam  Bank  4.62 
10/23/81  High  Lakas  Covunity  13.05 
]0/30/81  Midtown  Rational  Bank  3.60 


8.66 

1.25 
2.85 


(  149) 
(  41) 
(  466) 


For  banka  doaad  in  1980,  capital  as  a  parcant  of  assets  Is  calculatsd  froa  th«  books  of  the 
bank  iiaadiataly  following  closing.  Other  figures  for  banks  closed  in  1980  are  froa  December 
1979  call  report.  Figuraa  for  banks  closed  in  1981  are  froa  Daceobar  1980  call  reports. 


Incoaa  is  for  the  year  preceding  the  closing  of  the  bank. 
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Mr.  Kennedy.  Mr.  Chairman,  I  thank  you  for  letting  us  testify. 
Chairman  Gonzalez.  We  thank  you,  Mr.  Kennedy. 
Mr.  Harris. 

STATEMENT  OF  S.  ALLEN  HARRIS  III,  VICE  PRESIDENT,  CAPITAL 
BANK  &  TRUST  CO.,  BATON  ROUGE,  LA.,  ON  BEHALF  OF  THE  IN- 
DEPENDENT BANKERS  ASSOCIATION  OF  AMERICA 

Mr.  Harris.  In  view  of  the  time,  I  would  ask  my  complete  state- 
ment be  entered  into  the  record,  and  I  will  summarize  its  mcgor 
points. 

Chairman  Gonzalez.  Without  objection,  so  ordered. 

Mr.  Harris.  First  of  all,  Mr.  Chairman,  if  you  will,  let  me  tell 
you  that  I  have  a  plane  to  catch  and  must  leave  here  about  6  p.m.  I 
have  brought  along  the  IBAA's  legislative  counsel,  and  should  the 
question  and  answer  period  run  too  long,  I  would  like  to  be  excused 
if  that  time  comes. 

Chairman  Conzalez.  That  is  fine. 

Mr.  Harris.  Thank  you  very  much. 

Mr.  Chairman,  members  of  the  subcommittee,  my  name  is  S. 
Allen  Harris  III.  I  am  vice  president  of  Capital  Bank  &  Trust  Co., 
of  Baton  Rouge,  La.  Capital  Bank  is  a  State-chartered  commercial 
bank  with  assets  of  $455  million  at  year-end  1981. 

My  daily  duties  involve  management  of  the  mortgage  portfolio, 
which  totals  approximately  $50  million. 

I  am  pleased  to  be  testifying  today  on  behalf  of  the  Independent 
Bankers  Association.  The  IBAA  represents  about  7,300  national 
and  State-chartered  banks  located  in  48  States  and  the  District  of 
Columbia. 

Most  IBAA  member  banks  are  small,  with  more  than  80  percent 
having  assets  of  less  than  $25  million.  Most  of  our  banks  serve  sub- 
urban and  rural  communities.  In  fact,  many  of  our  rural  members 
have  an  asset  structure  which  is  very  similar  to  that  of  a  thrift  in- 
stitution, comprised  of  a  high  percentage  of  residential  mortgages. 

In  a  rural  community,  the  IBAA  member  bank  is  often  the  prin- 
cipal loccd  mortgage  lender,  as  well  as  the  principal  agricultural 
lender. 

I  want  to  begin  by  thanking  subcommittee  chairman  Gronzalez 
for  extending  an  invitation  to  the  IBAA  to  testify  today.  The  IBAA 
also  wishes  to  commend  Chairman  St  Germain  for  his  responsibili- 
ty and  foresight  in  introducing  H.R.  5568,  a  bill  which  would  do 
much  to  alleviate  the  thrift  crisis,  and  which  has  precipitated  a 
crucial  debate  regarding  depository  institution  structure  and  the 
housing  finaxice  system. 

This  is  but  a  continuation  of  the  leadership  first  demonstrated  by 
the  chairman  in  guiding  the  Regulators'  Bill  to  House  passage  in 
1981.  Unfortunately,  that  urgently-needed  legislation  continues  to 
languish  in  the  Senate  Banking  Committee. 

Earlier  this  month,  the  IBAA  held  its  52nd  annual  convention. 
At  that  meeting,  the  Association's  proposed  1982  resolutions  were 
considered  and  approved  by  the  thousands  of  bankers  in  attend- 
ance. Several  of  those  resolutions  frame  the  general  principles  em- 
bodied in  our  testimony  today,  and  deserve  mention  at  the  outset. 
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Sadi  actioB.  in  iiBrfwHaiMM  midi  fnaiJiwia  of  tlie  RpgihUiwrs^ 
bm  mad  a  FcdenI  prrrmptkm  of  iBny  ceili]«s^  wooM  ^vfficKMtjr 
defow  Ae  present  cnsB  so  as  to  penait  die  deposittMnr  iastilaliops 
deregulatiiHi  oooimitfiee  toauilMMue  oompetitrpe  prodixts. 

Hie  eztremehr  dtsuffwinrii^  action  taken  at  the  MDCs  March 
22  MM-cliug  demoMtrated  ttnt  cxmuneraal  banks  will  be  dnied  a 
isiti|Mi4iiii^  sfaoct-tEnn  transartion  product  until  die  earnings  prob- 
lens  of  tlie  tlirift  is  addressed  diiedlv. 

At  tins  point,  I  would  like  to  ^Mnr  something  and  I  would  etitar 
it  in  die  reoQid,  if  I  ooold? 

Mr.  Go9ezALEL  Widxnt  objection. 

Mr.  HAaaK  This  is  a  statement  stufiia-  Sears.  Roebuck  &  Co.. 
put  in  their  last  bills  aiming  out.  It  is  d(xie  in  red«  white  and  blue. 
It  has  die  US.  Government  all  cnPGr  it.  I  think  it  m^itions  the  UJS. 
Government  10  times,  by  our  count.  Then,  in  small  prints  it  is 
daimfd  that  the  instrument  is  not  guaranteed  by  the  U.S.  Govern- 
ment nor  is  Sears  harking  it  up. 

In  addition,  one  of  the  major  points  that  arises  out  of  this  money 
market  fund  oflGoing  is  that  they  are  trying  to  attract  deposits  of 
$1,000  minimum,  and  $50  increm^its  tlmreafter,  which  would  di« 
rectly  afifect  the  hanking  industry.  This  tjnpe  of  competition  is  why 
we  must  have  the  DIDC  take  meaningful  action. 

I  would  like  again  to  have  this  put  in  the  record. 

Chairman  Gonzalez.  Without  objection. 

(The  infiMrmation  follows:] 
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Bfr.  Harris.  Three,  the  prospect  of  continuing  high  Federal  defi- 
cits for  years  to  come  is  largely  responsible  for  hi^  long-term  in- 
terest tevels  which  exacerbate  the  thrift  crisis,  and  which  hurt 
those  sectors  of  ttte  economy — homebuilding,  small  business,  and 
sericulture — ^which  are  served  by  the  thrift  institutions  and  omi- 
munity-ori^ited  banks.  It  is  therefore  imperative  that  the  Congress 
and  the  administraticm  get  on  with  the  job  of  bringing  our  Natimi's 
budget  into  better  balance. 

Failure  to  ad<^  a  fiscal  policy  which  reduces  interest  rates  wiU 
not  (mly  rencter  the  thrift  crisis  insoluble,  but  wiU  raise  grave  con- 
cerns about  the  remaining  depository  structure  and  about  the 
future  of  our  borrowers  engaged  in  homebuilding,  small  business 
and  agriculture. 

Mr.  Chairman,  having  stated  the  general  views  guiding  this  testi- 
mony, I  will  now  move  on  to  specific  comments  regsStiing  HJL 
5568. 

It  is  the  view  of  the  Independent  Bankers  Association  that  imme- 
diate Congressional  action  is  required  to  halt  the  merger  mania 
which  has  gripped  the  deposit  insurance  agencies.  The  approach 
now  being  developed  by  Chairman  St  Germain,  that  of  providing 
for  an  exchange  of  paper  between  a  Federal  agency  and  a  housing 
finance  institution  in  order  to  preserve  a  minimum  level  of  net 
worth,  would  seem  to  offer  the  best  immediate  means  of  addressing 
this  situation. 

Because  it  would  have  an  impact  on  the  Federal  deficit  only  in 
the  remote  event  that  liquidation  of  an  institution  is  necessary, 
this  approach  appears  to  hold  out  an  expeditious  means  to  stabilize 
the  present  crisis — if  the  Congress  is  serious  about  reassuring  the 
gmeral  public  and  the  financial  community  through  meaningful 
action  which  goes  beyond  the  full  faith  and  credit  resolution,  and  is 
willing  to  demonstrate  that  seriousness  of  purpose  by  keeping  this 
net  worth  legislation  free  of  extraneous  and  highly  controversial 
amendments. 

Although  thrift  institutions  would  comprise  the  vast  magority  of 
the  recipients  of  aid  under  the  proposal,  tnere  may  well  be  a  small 
number  of  conmiercial  banks  with  mortgage  portfolios  in  excess  of 
20  percent  of  assets  who  face  critical  net  worth  problems. 

Speaking  from  my  own  experience,  while  my  b€mk's  mortgage 
portfolio  comprises  only  about  11  percent  of  assets,  and  only  about 
5  percent  of  that  portion  carry  interest  rates  below  8.5  perc«it, 
that  small  batch  of  below-market  mortgages  creates  substantial 
cash  flow  problems. 

Therefore,  I  am  in  a  good  position  to  understand  the  severe  diffi- 
culties which  sdfiict  a  bank  carrying  a  larger  portfolio  comprised  of 
a  greater  portion  of  below-market  rate  mortgages. 

On  behalf  of  the  IBAA,  I  would  urge  that  the  legislation  be  per- 
fected to  permit  participation  by  those  commercial  banks  who  re- 
quire such  assistance.  This  will  require  a  recognition  that  the  2- 
percent  net  worth  level  specified  in  the  initial  bill  is  irrelevant  to 
commercial  banks,  as  we  are  subject  to  different  and  more  strin- 
gent operating  requirements  and  would  be  unlikely  to  be  permitted 
to  fall  below  a  6-percent  net  worth  requirement  of  our  regulators. 

As  for  the  requirement  that  assisted  institutions  reinvest  a  por- 
tion of  the  aid  they  recieve  in  housing  finance,  we  certainly  recog- 
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nize  the  political  recdities  which  underlie  this  portion  of  the  l^psla- 
tion. 

However,  we  would  urge  that  the  requirement  be  broadened  to 
include  such  avenues  of  investment  as  home  improvement  and  re- 
habilitation loans,  mortgage-backed  securities,  and  multifamily 
mortgages. 

We  would  also  urge  that  distressed  institutions  not  be  required 
to  extend  fixed-rate  mortgages  at  interest  levels  which  perpetuate 
earnings  losses,  as  such  as  requirement  would  be  self-defeating. 

Finally,  I  think  it  is  stating  the  obvious  to  observe  that  a  revital- 
ization  of  the  homebuilding  industry  cannot  rest  solely  on  the  ef- 
forts of  the  most  severely  afflicted  financial  institutions,  but  must 
be  based  upon  a  variety  of  complementary  strategies. 

H.R.  5568  can  help  forestall  the  disaster  that  would  befall  the 
banking  structure  were  the  Federal  Reserve  to  permit  takeovers  of 
savings  and  loans  by  bank  holding  companies  by  expanding  the 
scope  of  section  4(cX8)  of  the  Bank  Holding  C!ompany  Act. 

Net  worth  stabilization's  most  significant  effect  will  be  to  buy 
time.  What  can  this  breathing  space  be  used  for?  First  and  fore- 
most, it  should  be  used  to  construct  a  fiscal  policy  which  brings 
down  interest  rates. 

But  it  should  also  be  utilized  to  consider  whether  additional  steps 
should  be  taken  to  assist  the  thrift  industry.  We  believe  this  com- 
mittee and  the  entire  Congress  should  ask  the  following  questions 
in  that  regard: 

Is  additional  assistance  required  to  maintain  public  confidence  in 
the  entire  depository  system? 

Is  additional  assistance  required  to  permit  deregulation  measures 
which  give  depository  institutions  the  products  necessary  for  effec- 
tive competition  with  nonregulated  financial  firms? 

Is  additional  assistance  required  to  preserve  the  decisionmaking 
role  of  the  C!ongress  on  the  basic  policy  issues?  Continuation  of  the 
merger  waive  will  effectively  void  a  large  body  of  State  and  Federal 
law.  This  committee's  role  could  be  well  reduced  to  that  of  rubber 
stamping  a  fait  accompli. 

Basic  structural  changes  should  result  from  careful  deliberation, 
not  secret  weekend  mergers.  Individual  institutions  should  not  be 
protected  from  competition,  but  neither  should  they  be  destroyed 
by  mishandling  of  the  depository  transition  period. 

Is  additional  assistance  a  cost-effective  solution?  The  Congress 
must  realize  that  the  decision  to  make  no  action  beyond  net  worth 
stabilization  is  not  a  no-cost  decision. 

A  study  just  released  by  Wharton  Econometrics  Forecasting  As- 
sociates projects  that  assistance  by  merger  could  cost  more  than 
twice  as  much  as  direct  assistance  via  mortgage  warehouses. 

It  is  imperative  that  the  Congress  review  that  analysis  and 
evaluate  its  accuracy.  No  one  likes  to  contemplate  a  thrift-assist- 
ance program  costing  billions  at  a  time  when  projected  Federal 
deficits  are  so  staggering.  But  the  cost  is  there,  and  it  will  be  paid 
one  way  or  the  other. 

To  sum  up,  the  Congress  should  first  act  to  buy  time  by  enacting, 
as  soon  as  possible,  the  net  worth  stabilization  plan. 

The  Senate  should  immediately  pass  the  Regulators'  bill,  as 
Chairman  Volcker  has  repeatedly  urged,  rather  than  continue  to 
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hat  legislation  hostage  to  highly  controversial  restructuring 

als. 

Congress  should  then  use  the  time  these  actions  buy  to 

whether  additional  measures  are  required  to  further  fiound 

policv.  effectuate  depository  deregulation,  ensure  public  con- 

and  keep  the  costs  of  the  thrift  crisis  at  a  minimum  over 

g  run. 

Id  the  Congress  determine  that  a  mortgage  warehousing 
rhe  btrst  =eans  of  achieving  these  ends,  it  would  be  the  posi- 
*ne  3A.\  :ba:  commercial  banks  with  residential  port fol ion 
^  ^-f  1*:  Lvn.>>c:  of  assets  should  be  eligible  for  participation. 
TjALTTricL:*.  u:  jlcsing,  we  must  comment  apon  the  argumentfi 
've  "::^«?ii^^-  '"  recent  weeks  that  the  thr.f:  institutions  can 
if^ive  '-T-  :r'.eir  specialized  housing  finance  roie  a  terminated. 
|g  w«  >*-.  e\e  :hat  aome  '^mediate  response  is  requir*»d  for 
gf^  5caA?i.'>  s^'f  the  iepcsitory  system,  we  also  r'iCognisBe 
UQgf^gs^  -rr.-2iC  >v:'.s:uer  zh.e  rinire  role  of  the  :Jarifta  as  x  pon- 
[j^^teac  ?i  :Sr  .vv,  ::  will  expend. 

flue  ^i^«?^  ^'^^  svAvmctiv.  if  ifae  thrifts  are  to  »  wv^^d.  to 

r«^^*5  j'CiA.'^s :  vv':  Vv^  rhe  irancjig  rf  cnmmer.r»ai  acM»int 
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C!ommercial  bank  power  offers  significant  aid  only  in  the  long 
run.  But  sticking  to  the  first  two  preserves  a  specialized  source  of 
housing  finance,  and  does  not  begin  the  process  of  homogenization 
and  centralization  of  financial  institutions. 

We  would  urge  that  Congress  first  observe  whether  these  new  in- 
struments are  sufficient  to  reduce  the  interest  rate  exposure  of  the 
thrifts  once  their  earnings  improve,  before  embarking  on  a  radical 
restructuring  of  the  financial  system. 

Mr.  Chairman,  this  concludes  my  testimony  on  behalf  of  the 
IBAA.  The  independent  commercial  banks  of  the  United  States  are 
ready  to  play  their  role  in  the  revitalization  of  our  national  econo- 
my. 

However,  in  order  to  do  so,  the  Congress  must  take  forthright  ac- 
tions to  address  the  thrift  crisis  and  the  continuing  problem  of 
record  high  real  interest  rates. 

The  IBAA  stands  ready  to  offer  any  assistance  it  can  in  perfect- 
ing and  advancing  legislation  which  addresses  these  crucial  areas. 
Again,  we  thank  you  for  this  opportunity  to  present  our  views 
today. 

[Mr.  Harris'  prepared  statement,  on  behalf  of  the  Independent 
Bankers  Association  of  America,  follows:] 
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Good  afternoon,  Mr.  Chairman  and  Members  of  the 
Subcommittee,  my  name  is  S.  Allen  Harris,  III.   I  am  Vice 
President  of  the  Capital  Bank  and  Trust  Company  of  Baton 
Rouge,  Louisiana.   The  Capital  Bank  is  a  state-chartered 
commercial  bank  with  $M55  million  in  assets  as  of  the  end 
of  1981.   My  daily  duties  involve  management  of  the  bank's 
mortgage  portfolio,  which  totals  approximately  $50 
million. 

I  am  pleased  to  be  testifying  today  on  behalf  of  the 
Independent  Bankers  Association  of  America  (IBAA).   The 
IBAA  represents  approximately  7300  national  and 
state-chartered  banks  located  in  M8  states  and  the 
District  of  Columbia.   Most  IBAA  member  banks  are  small, 
with  more  than  80  percent  having  assets  of  less  than  $25 
million.   And  most  of  our  banks  serve  suburban  and  rural 
communities.   In  fact,  many  of  our  rural  members  have  an 
asset  structure  which  is  very  similar  to  that  of  a  thrift 
institution  ,  comprised  of  a  high  percentage  of 
residential  mortgages.   In  a  rural  community,  the  IBAA 
member  bank  is  often  the  principal  local  mortgage  lender, 
as  well  as  the  principal  agricultural  lender. 
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I  want  to  begin  by  thanking  Subcommittee  Chairman 
Gonzalez  for  extending  an  invitation  to  the  IBAA  to 
testify  today.   The  IBAA  also  wishes  to  commend  Chairman 
St  Germain  for  his  responsibility  and  foresight  in 
introducing  H.R.  5568,  a  bill  which  would  do  much  to 
alleviate  the  thrift  crisis,  and  which  has  precipitated  a 
crucial  debate  regarding  depository  institution  structure 
and  the  housing  finance  system.   This  is  but  a 
continuation  of  the  leadership  first  demonstrated  by  the 
Chairman  in  guiding  the  Regulators*  Bill  to  House  passage 
in  1981 — unfortunately,  that  urgently  needed  legislation 
continues  to  languish  in  the  Senate  Banking  Coounittee. 

Earlier  this  month,  the  IBAA  held  its  52nd  Annual 
Convention.   At  that  meeting,  the  Association's  proposed 
1982  Resolutions  were  considered  and  approved  by  the 
thousands  of  bankers  in  attendance.   Several  of  those 
Resolutions  frame  the  general  principles  embodied  in  our 
testimony  today,  and  deserve  mention  at  the  outset — 

— The  IBAA  recommends  that  the  Administration  and  the 
Congress  immediately  explore  potential  legislative 
solutions  to  the  earnings  problems  afflicting  thrift 
institutions,  as  well  as  commercial  banks  possessing 
significant  portfolios  of  long-term,  low-yielding 
residential  mortgages.   While  some  suggested  solutions  may 
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cost  money,  we  feel  that  the  decision  to  incur  such 
liability  was  made  long  ago  with  the  establishment  of  the 
deposit  insurance  program.   We  cannot  emphasize  too 
strongly  our  belief  that  existing  thrift  industry  problems 
cannot  be  solved  solely  via  the  merger  and  acquisition 
route, 

— Such  action,  in  combination  with  enactment  of  the 
Regulators'  Bill  and  a  Federal  preemption  of  usury 
ceilings,  Would  sufficiently  defuse  the  present  crisis  so 
as  to  permit  the  Depository  Institutions  Deregulation 
Committee  (DIDC)  to  authorize  competitive  products.   The 
extremely  disappointing  action  taken  at  the  DIDC's  March 
22  meeting  demonstrated  that  the  Deregulation  Committee 
continues  to  be  whipsawed  between  the  need  of  banks  for  a 
competitive  short-term  transaction  product,  and  the 
inability  of  thrifts  to  offer  such  a  product  due  to  their 
earnings  problems.   The  instrument  approved  by  the  DIDC  is 
antithetical  to  the  spirit  of  deregulation  in  its 
reestablishment  of  a  differential.   Its  $7,500  minimum 
deposit  and  lack  of  a  transaction  feature  render  it 
noncompetitive  with  the  unregulated  money  market  funds. 
It  will  do  little  for  depository  institutions  as  a  whole, 
but  may  succeed  in  shifting  a  small  portion  of  deposits 
from  commercial  banks  to  thrifts  as  well  as  shifting  funds 
from  existing  passbook  accounts. 

— The  prospect  of  continuing  high  Federal  deficits 


Digitized  by  CjOOQIC 


2441 


for  years  to  come  is  largely  responsible  for  high 
long-term  interest  levels  which  exacerbate  the  thrift 
crisis,  and  which  hurt  those  sectors  of  the 
economy — homebuilding,  small  business,  and 
agriculture — which  are  served  by  thrift  institutions  and 
community-oriented  banks.   It  is  therefore  imperative  that 
the  Congress  and  the  Administration  get  on  with  the  Job  of 
bringing  our  nation's  budget  into  better  balance. 

Failure  to  adopt  a  fiscal  policy  which  reduces 
interest  rates  will  not  only  render  the  thrift  crisis 
insoluble,  but  will  raise  grave  concerns  about  the 
remaining  depository  structure  and  about  the  future  of  our 
borrowers  engaged  in  homebuilding,  small  business,  and 
agriculture. 

Mr.  Chairman,  having  stated  the  general  views  guiding 
this  testimony,  I  will  now  move  on  to  specific  comments 
regarding  H.R.  5568. 

It  is  the  view  of  the  Independent  Bankers  Association 
that  immediate  Congressional  action  is  required  to  halt 
the  merger  mania  which  has  gripped  the  deposit  insurance 
agencies.  The  approach  now  being  developed  by  Chairman  St 
Germain,  that  of  providing  for  an  exchange  of  paper 
between  a  Federal  agency  and  a  housing  finance 
institution  in  order  to  preserve  a  minimum  level  of  net 
worth,  would  seem  to  offer  the  best  immediate  means  of 
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addressing  this  situation.  Because  it  would  have  an 
impact  on  the  Federal  deficit  only  in  the  remote  event 
that  liquidation  of  an  institution  is  necessary,  this 
approach  appears  to  hold  out  an  expeditious  means  to 
stabilize  the  present  crisis — if  the  Congress  is  serious 
about  reassuring  the  general  public  and  the  financial 
community  through  meaningful  action  which  goes  beyond  the 
"Full  Faith  and  Credit"  Resolution,  and  is  willing  to 
demonstrate  that  seriousness  of  purpose  by  keeping  this 
net  worth  legislation  free  of  extraneous  and  highly 
controversial  amendments. 

Although  thrift  institutions  would  comprise  the  vast 
majority  of  the  recipients  of  aid  under  the  proposal, 
there  may  well  be  a  small  number  of  commercial  banks  with 
mortgage  portfolios  in  excess  of  twenty  percent  of  assets 
who  face  critical  net  worth  problems.   Speaking  from  my 
own  experience,  while  my  bank's  mortgage  portfolio 
comprises  only  about  eleven  percent  of  assets,  and  only 
about  five  percent  of  the  mortgages  within  that  portfolio 
carry  interest  rates  below  the  8  1/2  percent  level,  that 
small  batch  of  below-  market  mortgages  creates  substantial 
cash  flow  problems.   Therefore,  I  am  in  a  good  position  to 
understand  the  severe  difficulties  which  afflict  a  bank 
carrying  a  larger  portfolio  comprised  of  a  greater  portion 
of  below-market  rate  mortgages.   On  behalf  of  the  IBAA,  I 

would  urge  that  the  legislation  be  perfected  to  permit 
participation  by  those  commercial  banks  who  require  such 
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assistance.  This  will  require  a  recognition  that  the  two 
percent  net  worth  level  specified  in  the  initial  bill  is 
irrelevant  to  coHBcrcial  banks,  as  we  are  subject  to 
different  and  acre  stringent  operating  requir«ients  and 
would  be  unlikely  to  be  peraitted  to  fall  below  a  six 
percent  net  worth  level  by  our  regulators. 

As  for  the  requir«ient  that  assisted  institutions 
reinvest  a  portion  of  the  aid  they  receive  in  housing 
finance,  we  certainly  recognize  the  political  realities 
which  underlie  this  portion  of  the  legislation.   However, 
we  would  urge  that  the  requirement  be  broadened  to  include 
such  avenues  of  investment  as  home  improvement  and 
rehabilitation  loans,  mortgage-backed  securities »  and 
multi-family  mortgages.  We  would  also  urge  that 
distressed  institutions  not  be  required  to  extend 
fixed-rate  mortgages  at  interest  levels  which  perpetuate 
earnings  losses,  as  such  a  requirement  would  be 
self-defeating.   Finally*  I  think  it  is  stating  the 
obvious  to  observe  that  a  revitalization  of  the 
homebuilding  industry  cannot  rest  solely  on  the  efforts  of 
the  most  severely  afflicted  financial  institutions,  but 
must  be  based  upon  a  variety  of  complementary  strategies. 

The  enactment  of  legislation  shoring  up  the  net  worth 
of  distressed  depository  institutions  will  have  some 
salutary  effects.   It  can  bring  the  rush  of  mergers  to  a 
virtual  halt,  and  thereby  limit  the  financial 
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concentration  and  loss  of  local  control  which  accompanies 
such  actions.   And  it  avoids  the  disastrous  impact  on  our 
financial  structure  that  would  result  were  the  Federal 
Reserve  Board  to  permit  the  takeover  of  a  savings  and  loan 
by  a  bank  holding  company  under  Section  U (c)(8)  of  the 
Bank  Holding  Company  Act.   Were  that  to  occur,  it  would 
undermine  the  intrastate  branching  systems  of  the  separate 
states,  erase  the  boundary  line  between  banking  and 
commerce,  and  erode  the  Douglas  Amendment  to  the  Bank 
Holding  Company  Act.   Over  time,  this  would  destroy  that 
embodiment  of  Federalism  in  the  economic  sphere  which 
accords  the  states  a  dominant  voice  in  determining  the 
financial  structure  within  their  borders.   This  system 
recognizes  the  importance  of  local  decision-making  in  the 
granting  of  credit,  and  the  dangers  of  excessive  financial 
concentration. 

Net  worth  stabilization's  most  significant  effect 
will  be  to  buy  time.  What  can  this  breathing  space  be 
used  for?  First  and  foremost,  it  should  be  used  to 
construct  a  fiscal  policy  which  brings  down  interest 
rates.   But  it  should  also  be  utilized  to  consider  whether 
additional  steps  should  be  taken  to  assist  the  thrift 
industry.   We  believe  this  Committee  and  the  entire 
Congress  should  ask  the  following  questions  in  that 
regard: 

— Is  additional  assistance  required  to  maintain 
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public  confideziee  ia  the  entire  d^>ository  sfstea?  la 
recent  iteeks,  ve  have  seen  m  telerision  sbov  triner  a  rua 
on  a  Cc:T:oet:tlcst  thrift  institation.  Ve  have  seen  a 
Hewsweek  cover  story  help  spar  the  Congress  to  enact  a 
Besolution  declaring  that  the  f^ll  faith  and  credit  of  the 
Federal  goveraaent  stands  behind  insured  deposits.  Ve 
have  seen  public  stateaents  pointing  to  the  deaise  of  up 
to  1,000  thrifts. 

Recogdizing  that  a  net  worth  plan  does  nothing  to 
cure  the  underlying  aalaise  of  thrift  institutions — their 
low-yield  mortgage  portfolios— there  is  a  likelihood  that 
continued  deterioration  of  their  earnings  would  require 
large-scale  aergers  in  the  future.   At  that  tiae,  as  daily 
announceaents  of  assisted  aergers  and  the  accoapanying 
diainution  of  the  insurance  funds  again  inflaaes  public 
concern,  there  will  reaain  the  possibility  of  a  general 
crisis  of  confidence  in  our  financial  systea. 

—Is  additional  assistance  required  to  perait 
deregulation  measures  which  give  depository  institutions 
the  products  necessary  for  effective  competition  with 
nonregulated  financial  firms?  We  must  observe  that,  to 
date,  the  DIDC  has  proved  unwilling  to  let  commercial 
banks  compete  head-on  with  the  Money  Market  Funds  because 
to  do  so  would  simply  accelerate  the  demise  of  the 

thrifts.   In  turn,  the  free  market  philosophy  of  this 
Administration  has  adamantly  opposed  any  reserve 
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requirements,  capital  requirements ,  or  insurance 
requirements  on  such  funds.  Such  requirements  have  served 
our  financial  system  well,  but  now,  apparently,  they  are 
out  of  bounds  for  institutions  holding  close  to  $200 
billion  in  deposits*   By  holding  commercial  banks  hostage 
to  the  thrift  crisis,  the  DIDC  is  Jeopardizing  the  future 
health  of  the  entire  depository  system.   This  logjam  must 
be  broken.   It  is  for  Congress  to  decide  whether  direct 
assistance  to  the  thrifts  is  the  only  means  of  achieving 
that  end.  ' 

— Is  additional  assistance  required  to  preserve  the 
decision-making  role  of  the  Congress  on  basic  public 
policy  issues?  As  we  have  described,  a  continued  merger 
wave,  particularly  were  it  to  involve  bank  holding  company 
takeovers  of  savings  and  loans — and,  again,  this  seems  to 
be  a  deliberate  policy  of  this  Administration — will 
effectively  void  a  large  body  of  state  and  Federal  law. 
This  Committee  would  be  reduced  to  rubberstamping  a  fait 
accompli.  The  IBAA  does  not  think  that  is  the  proper  role 
for  the  Congress. 

If  changes  in  the  financial  structure  are  to  come, 
they  should  be  the  result  of  careful  and  reasoned 
deliberation,  not  secret  weekend  mergers.   If  individual 
institutions  are  to  disappear^  it  should  be  because  they 

have  been  eliminated  by  free  competition,  and  not  because 
the  deregulation  transition  period  has  been  mishandled. 
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— Is  additional  assistance  a  cost-effect ire  solution? 
The  Congress  wist  realize  that  the  decision  to  take  no 
action  beyond  net  worth  stabilization  is  not  a  no-cost 
decision.  Most  estinates  of  the  cost  of  this  avenue,  if 
high  interest  rates  result  in  protracted  earnings  losses, 
fall  in  the  area  of  1,000  merged  institutions  by  the  end 
of  1983,  the  complete  draw-down  of  the  PSLIC  fund,  and  the 
drastic  reduction  of  the  FDIC  fund.  We  would  interject 
that  FDIC  losses  result  in  foregone  insurance  rebates  to 
commercial 'banks,  which  reduces  their  profitability  and 
exacerbates  their  problems.   A  study  Just  released  by 
Vharton  Econometric  Forecasting  Associates  projects  that 
assistance  by  merger  could  cost  more  than  twice  as  much  as 
direct  assistance  via  mortgage  warehousing.   It  is 
imperative  that  the  Congress  review  that  analysis  and 
evaluate  its  accuracy. 

No  one  likes  to  contemplate  a  thrift  assistance 
program  costing  billions  at  a  time  when  projected  Federal 
deficits  are  staggering.   But  the  cost  is  there,  and  it 
will  be  paid  one  way  or  another.   Although  the  Treasury 
Department  testified  one  week  ago  that  the  Congress  need 
do  nothing  about  the  thrift  crisis,  it  is  clear  that  the 
Secretary  of  the  Treasury  recognizes  the  potential 
liability  to  the  Federal  government.   In  a  March  9 
Westinghouse  Broadcasting  interview.  Treasury  Secretary 

Regan  stated,  "The  United  States  government  is  not  going 
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to  let  depositors  lose  their  money  in  savings  cmd 
loans... We  are  quite  ready  to  injeot  capital  or  other 
things  into  that  industry  if  need  be  in  order  to  save  them 
until  such  time  as  interest  rates  come  down  and  they  can 
again  get  their  batteries  charged  up." 

To  sum  up,  the  Congress  should  first  act  to  buy  time 
by  enacting,  as  soon  as  possible,  a  net  worth 
stabilization  plan.   And  the  Senate  should  immediately 
pass  the  Regulators*  Bill,  as  Chairman  Volcker  has 
repeatedly  urged,  rather  than  continue  to  hold  this 
legislation  hostage  to  highly  controversial  restructuring 
proposals.  The  Congress  should  then  use  the  time  these 
actions  buy  to  assess  whether  additional  measures  are 
required  to  further  sound  public  policy,  effectuate 
depository  deregulation,  ensure  public  confidence,,  and 
keep  the  costs  of  the  thrift  crisis  at  a  minimum  over  the 
long-run. 

Should  the  Congress  determine  that  a  mortgage 
warehousing  plan  is  the  best  means  of  achieving  these 
ends,  it  would  be  the  position  of  the  IBAA  that  commercial 
banks  with  residential  mortgage  portfolios  in  excess  of 
twenty  percent  of  assets  should  be  eligible  for 
participation.   Such  institutions  would  have  demonstrated 
their  commitment  to  housing  finance  and  are  facing  the 
same  earnings  problems  as  thrift  institutions.  Many  small 
commercial  banks  not  only  have  asset  structures  similar  to 
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thrift  institutions,  but  also  similar  liability 
structures.  About  one-third  of  the  deposits  in  thrift 
institutions  are  subject  to  aarket-determined  ceilings. 
For  small  banks,  the  average  is  one-quarter  of  deposits. 
However,  large  commercial  banks  with  assets  of  more  than 
$100  million  have,  on  the  average,  only  ten  percent  of 
their  deposits  carrying  market-determined  ceilings. 

Mr.  Chairman,  in  closing,  we  must  comment  upon  the 
arguments  you  have  heard  in  recent  weeks  that  the  thrift 
institutions  can  only  survive  if  their  specialized  housing 
finance  role  is  terminated.   While  we  believe  that  some 
immediate  response  is  required  for  the  overall  stability 
of  the  depository  system,  we  also  recognize  that  Congress 
must  consider  the  future  role  of  the  thrifts  as  it  ponders 
the  extent  of  the  aid  it  will  extend. 

To  put  the  question  succinctly,  if  the  thrifts  are  to 
be  saved,  to  what  end  will  they  be  saved? 

The  IBAA's  opposition  to  the  granting  of  commercial 
account  and  lending  powers  to  thrifts  is  based  upon  the 
damage  this  would  wreak  upon  the  financial  structure,  in 
advance  of  adequate  Congressional  deliberation  regarding 
the  underlying  public  policy  considerations.  Including  the 
issue  of  the  institutional  structure  for  the  future 

financing  of  our  nation's  housing  needs.   Is  It 
inconsistent  to  advance  massive  interest  rate  subsidy 
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programs  for  home  buyers  while  at  the  same  time  allowing 
the  thrift  industry  to  quietly  die? 

It  is  widely  acknowledged  that  the  granting  of  such 
commercial  banking  powers  would  do  nothing  to  solve  the 
present  thrift  crisis,  and  could  even  worsen  the  condition 
of  individual  thrifts  who  use  such  powers  in  a  hasty  and 
unwise  manner.   However,  you  are  told,  such  a 
diversification  of  the  asset  mix  is  required  if  the  Nation 
is  to  avoid  a  repetition  of  the  present  crisis. 
Diversified  asset  powers  do  not  ensure  profitability,  only 
portfolio  yield  diversification  and  flexibility. 

But  commercial  powers  are  not  the  only  route  to  that 
objective.   As  a  matter  of  fact,  thrifts  have  recently 
acquired  two  new  means  to  that  same  end.   The  first  is  the 
ability  to  offer  variable-rate  mortgages,  which  shift  a 
portion  of  the  interest  rate  risk  from  lender  to  borrower. 
The  second  is  the  authority,  granted  last  year,  to  hedge 
interest  rate  risks  in  the  futures  market. 

It  is  not  generally  recognized  that  this  hedging 
ability  could  have  an  astounding  impact  on  the  condition 
of  the  thrifts.   In  the  March  8,  1982  Business  Week. 
Reid  Nagle,  Senior  Vice-President  of  City  Federal  Savings 
and  Loan  Association  in  Elizabeth,  New  Jersey,  is  quoted 
as  estimating  that  the  granting  of  this  power  several 
years  earlier  could  have  improved  the  profitability  of  the 
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thrift  industry  by  $16  billion  in  1981.   Had  that  occured, 
ve  would  not  be  sitting  in  this  hearing  rooa  today.   By 
selling  short  GNHA  futures  contracts  against  its  fixed-rate 
iBortgages,  City  Federal  has,  according  to  Mr.  Nagle,  created 
an  "asset  hedge"  vhich  '*has  the  effect  of  transforming 
fixed-rate  assets  into  variable  rate  assets". 


Similarly,  hedging  can  be  utilized  to  achieye  a 
better  matcti  between  assets  and  liabilities  by  applying 
this  tool  to  the  liability  side  of  the  equation.  By 
selling  short  against  its  short-tera  fixed-rate 
liabilities,  an  institution  nay  fix  its  cost  of  borrowed 
money  over  a  far  longer  period.   In  the  Harch  23 t  1982 
American  Banker,  Sanford  Rose  observes,  **If  the  savings 
banks  and  savings  and  loans  had  undertaken  to  hedge  their 
money-market  certificates  when  the  certificates  were  first 
introduced  in  May  1978,  there  would  today  be  no  crisis  in 
the  thrift  industry.   Those  savings  banks  that  have  so  far 
failed,  or  will  fail,  would  have  survived." 

So,  with  twenty-twenty  hindsight,  we  can  see  that  the 
current  thrift  crisis  was  not  inevitable.   But  it  is  a 
reality,  and  it  must  be  addressed.   Hedging  and  VRMs  offer 
significant  aid  only  in  the  long  run,  but  the  same  is  true 
of  commercial  lending  powers.   However,  unlike  a  grant  of 
commercial  powers,  they  preserve  a  specialized  source  of 
finance  for  the  key  housing  sector  and  do  not  set  in 
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motion  a  process  of  financial  homogenization  and 
concentration.   We  would  urge  that  the  Congress  first 
observe  whether  these  new  instruments  are  sufficient  to 
reduce  the  interest  rate  exposure  of  the  thrifts  once 
their  earnings  improve,  before  embarking  on  a  radical 
restructuring  of  the  financial  system. 

Mr.  Chairman,  this  concludes  my  testimony  on  behalf 
of  the  IBAA.   The  independent  commercial  banks  of  the 
United  States  are  ready  to  play  their  role  in  the 
revitalization  of  our  national  economoy.   However,  in 
order  to  do  so,  the  Congress  must  take  forthright  actions 
to  address  the  thrift  crisis  and  the  continuing  problem  of 
record-high  real  interest  rates.   The  IBAA  stands  ready  to 
offer  any  assistance  it  can  in  perfecting  and  advancing 
legislation  which  addresses  these  crucial  areas.   Again, 
we  thank  you  for  this  opportunity  to  present  our  views 
today. 

#  #  # 

Chairman  Gonzalez.  Thank  you,  Mr.  Harris,  for  a  very  percep- 
tive presentation.  In  view  of  your  time  constraint,  I  hope  your  pony 
is  saddled,  and  you  are  spurred  and  will  be  leaving  from  National 
and  not  Dulles,  because  you  don't  have  much  time. 

In  view  of  that,  I  intend  to  turn  this  over  to  the  author  of  the 
bill,  the  chairman  of  the  full  committee,  Mr.  St  Germain,  for  any 
possible  questions  he  may  have  before  you  leave. 

As  far  as  I  am  concerned,  I  am  going  to  ask  unanimous  consent 
to  submit  a  couple  of  questions  that  I  thought  I  would  ask. 

If  it  is  all  right  with  you,  we  will  recognize  Mr.  St  Germain. 

Mr.  St  Germain.  Thank  you,  Mr.  Chairman.  Mr.  Harris,  first  we 
thank  you  for  your  statement. 

Second,  Mr.  Kennedy  talks  about  all  the  institutions  under  $100 
million  in  the  ABA.  I  wonder  why  he  didn't  consult  with  you,  be- 
cause your  statements  don't  seem  too  much  in  concert. 

But  with  respect  to  what  both  of  you  state  that  no  commercial 
banks  qualify  since  capital  requirements  are  different  than  those  of 
the  thrift  institutions,  you  thus  recommend  the  provision  be  tight- 
ened to  make  qualification  of  banks  a  real  possibility. 

If  you  would,  I  would  ask  you  to  work  with  your  staff  and  submit 

*  my  staff  recommendations  that  would  achieve  that  which  you 
so  that  we  could  look  at  it  very  carefully. 
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Certainly,  most  of  us  who  have  been  here  a  while  appreciate  the 
fact  that  many  of  the  small  banks  around  the  country  have  indeed 
done  their  job  as  far  as  home  mortgage  lending  is  concerned. 

Certainly,  they  should  not  be  precluded  from  assistance  if  their 
problems  ensue  as  a  result  of  having  accomplished  this  mission.  We 
don't  want  to  preclude  assistance  there  if  it  can  be  done  feasibly.  I 
thank  you  for  your  statement. 

We  have  questions  to  submit  to  your  organization  in  writing,  but 
on  that  point,  I  will  ask  you  to  get  back  to  us. 

Mr.  IIarris.  Again,  if  you  have  anything  later,  a  representative 
of  IBAA  will  be  here. 

Mr.  St  Germain.  Thank  you  very  much. 

Chairman  Gonzalez.  Mr.  Wylie. 

Mr.  Wylie.  Thank  you  for  an  excellent  statement. 

Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Harris. 

With  that,  why,  we  dismiss  you  and  offer  you  a  chance  to  catch 
that  plane.  I  hope  it  is  from  National. 

Mr.  Harris.  Yes. 

Chairman  Gonzalez.  You  should  be  able  to  do  it.  Thank  you 
again  for  your  time. 

Mr.  Carron,  thank  you  for  your  patience.  We  appreciate  your 
jrielding. 

STATEMENT  OF  ANDREW  S.  CARRON,  RESEARCH  ASSOCIATE, 
ECONOMIC  STUDIES  PROGRAM,  THE  BROOKINGS  INSTITUTION 

Mr.  Carron.  Mr.  Chairman,  I  am  pleased  to  accept  your  invita- 
tion to  appear  today  and  discuss  the  current  problems  of  the  Na- 
tion's savings  institutions  and  the  housing  industry. 

I  have  been  analyzing  these  subjects  intensively  for  the  past  year 
and  a  half.  Many  of  the  results  of  my  study  were  published  by 
Brookings  last  month  in  a  book.  The  Plight  of  the  Thrift  Institu- 
tions. My  testimony  today  will  draw  on  the  material  contained  in 
the  book,  as  well  as  on  additional  research  conducted  since  the 
book  went  to  press. 

I  would  like  to  divide  my  testimony  into  three  parts:  The  circum- 
stances leading  up  to  the  situation  we  have  today;  the  outlook  for 
the  thrift  industry  in  1982,  1983  and  beyond;  and  my  comments  on 
H.R.  5568,  the  Home  Mortgage  Capital  Stability  Act,  as  a  means  of 
addressing  the  problems.  The  origins  of  the  problems  in  our  hous- 
ing finance  system  are  wellknown  by  now,  so  I  shall  touch  on  them 
only  briefly  in  my  remarks  this  afternoon. 

I  would  ask  that  my  entire  statement  be  included  in  the  record. 

Chairman  Gonzalez.  Without  objection,  so  ordered. 

Mr.  Carron.  Thrift  institutions  grew  and  prospered  under  a  reg- 
ulatory framework  that  led  them  to  specialize  in  long-term  fixed- 
rate  mortgage  lending  and  short-term  deposit  taking.  The  system 
functioned  smoothly  as  long  as  interest  rates  remained  steady.  De- 
posit rate  ceilings  were  imposed  in  the  mid-1960'8  to  restrain  the 
cost  of  funds  to  institutions  as  market  interest  rates  began  to  rise. 

The  thrift  industry,  despite  periodic  setbacks,  gave  the  appear- 
ance of  health  during  most  of  the  1970'8.  Assets  of  the  more  than 
5,000  savings  and  loan  associations  and  mutual  savings  banks  tri- 
pled over  the  decade,  exceeding  $800  billion  in  1980.  The  thrift 
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stitutions  were  the  major  source  of  new  funds  for  housing  during 
this  period. 

The  ratio  of  net  worth  to  assets  of  the  thrift  industry— a  measure 
of  long-term  viability — fell  continuously  during  the  1970's,  howev- 
er, indicating  difficult  times  to  follow.  Deposit  rates,  which  affect 
the  cost  of  an  institution's  liabilities,  were  gradually  becoming 
more  sensitive  to  market  changes  as  the  result  of  administrative 
and  l^islative  deregulation.  Rates  of  return  on  the  asset  portfolios 
of  thrift  institutions  remained  locked  into  earlier  lower  levels  by 
the  long-term  nature  of  mortgages  and  by  regulations  limiting  di- 
versification. When  interest  rates  rose  to  record  levels  in  1980  and 
1981,  deposit  flows  and  mortgage  lending  slowed,  the  cost  of  funds 
rose  sharply,  and  profits  turned  negative. 

During  1981,  the  savings  and  loan  associations  lost  $4.9  billion, 
their  first  loss  in  recent  history.  The  mutual  savings  banks  lost 
$1.5  billion  last  year  following  a  smaller  loss  in  1980.  Net  worth  de- 
clined sharply,  and  the  thrift  industry  began  sliding  toward  insol- 
vency. Last  month,  the  savings  and  loan  industry's  net  worth  fell 
below  4  percent  of  assets. 

It  should  be  stressed  that  this  trend  is  a  long-term  problem  of 
profitability  and  viability,  and  does  not  affect  the  routine  operation 
of  individual  firms.  Customers  will  continue  to  receive  normal  de- 
posit and  lending  services  throughout  the  period  of  a4justment. 

Liquidity — the  availability  of  cash  to  meet  normal  business 
needs — has  not  been  a  problem  for  the  thrift  industry  as  a  whole. 
Potential  cash  shortages  have  been  avoided  through  a  reduction  in 
new  lending  and  through  increased  borrowing. 

I  will  now  review  the  near-term  outlook  for  the  thrift  industry. 
As  part  of  my  research,  I  constructed  a  computer  model  to  forecast 
the  earnings  and  financial  condition  of  the  thrift  industry.  The  re- 
sults showad  that  structural  changes  will  be  required. 

A  sizable  minority  of  savings  and  loan  associations  will  never 
return  to  profitability  on  their  own,  even  under  optimistic  econom- 
ic assumptions,  and  a  much  smaller  number  of  mutual  savinfis 
banks  will  be  similarly  affected.  More  than  400  firms — mostly 
small  and  inefficient,  but  with  ample  resources — must  find  merger 
partners  to  avoid  potentially  irreversible  losses  of  net  worth.  Still 
others — at  least  200,  and  possibly  more  than  600  under  adverse  eco- 
nomic conditions — may  require  financial  assistance  fi-om  the  depos- 
it insurance  agencies  to  arrange  mergers.  A  few  closings  and  liqui- 
dations may  occur. 

In  my  book,  I  calculated  the  performance  of  the  industry  under 
three  sets  of  assumptions,  which  I  labeled  optimistic,  consensus, 
and  pessimistic. 

Since  the  book  was  published  a  month  ago,  there  has  been  much 
discussion  over  the  validity  of  particular  assumptions.  It  should  be 
noted  that  the  fundamental  results  remain  the  same  regardless  of 
the  assumptions;  small  differences  in  numbers  of  institutions  aJf- 
fected  and  required  assistance  do  not  change  the  policy  recommen- 
dations. 

That  is  largely  because  the  damage  from  regulation  and  high  in- 
terest rates  has  already  been  done. 

It  should  be  apparent  that  the  evolution  of  the  industry  over  the 
next  few  years  has  been  largely  predetermined,  and  oiuy  the  ac- 
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counting  rules  that  emphasize  historical  costs  have  prevented  a 
widespread  realization  of  the  fact.  Because  of  the  losses  which  have 
already  been  incurred,  many  firms  simply  will  not  survive  unassist- 
ed. 

Required  assistance  to  the  thrift  industry  will  be  reflected  in  a 
signiflcant  impact  on  the  budget,  regardless  of  what  policies  are 
chosen.  Assuming  consolidation  is  encouraged  to  proceed,  the  net 
costs  of  assistance  from  the  Federal  Savings  and  Loan  Insurance 
Ck>rporation  would  exceed  $6  billion  and  the  Federal  Deposit  Insur- 
ance Corporation  would  be  called  upon  to  supply  over  $2  billion. 
Tliese  amounts  include  the  expenditure  exceeaing  $1  billion  by  the 
FSLIC  and  $700  million  by  the  FDIC  in  1981;  the  remainder  would 
be  paid  out  in  some  form  over  the  next  5  to  10  years. 

Preservation  of  the  industry  with  its  current  structure  would  ne- 
cessitate large  operating  subsidies  for  the  next  few  years  and  small- 
er infusions  after  that.  The  existence  of  many  small  firms  does  pro- 
vide opportunities  for  local  control  and  specialized  attention  to 
local  needs.  The  drawback,  however,  is  operating  inefficiency.  With 
increased  homc^enization  of  financial  markets  and  institutions, 
and  with  depositors  becoming  more  aware  of  alternative  uses  for 
their  savings,  the  specialized  local  thrift  institution  is  less  viable 
than  in  the  past. 

One  potentially  troubling  factor  that  has  only  recently  come  to 
light  is  the  increased  flow  of  deposits  out  of  thrift  institutions. 

Deposit  flows  have  fallen  at  times  in  the  past,  as  individuals 
sought  higher  interest  rates  outside  the  regulated  banking  and 
thrift  sector.  The  concern  now  is  that  people  appear  to  be  shifting 
money  into  commercial  banks,  sometimes  accepting  a  lower  inter- 
est rate  to  do  so.  After  correcting  for  interest  rate  differentials  and 
other  relevant  factors,  the  data  indicate  that  one-third  of  the  depos- 
it outflows  in  the  current  episode  represent  shifts  from  thrifts  to 
banks. 

The  only  plausible  explanation  is  that  some  people  now  believe 
banks  are  salfe  and  thrifts  are  not.  The  regulatory  agencies  call  this 
the  quiet  run. 

The  thrift  industry  cannot  sustain  this  rate  of  losses  indefinitely. 
Over  the  near-term,  the  institutions  can  adapt  by  curtailing  their 
new  lending,  leaving  it  to  other  sectors  to  provide  funds  for  hous- 
ing. Table  2  shows  the  historical  and  recent  deposit  flows  for 
thrifts,  banks  and  money  market  mutual  funds. 

Table  3  shows  that  the  reduced  deposit  flows  have  been  reflected 
in  a  reduced  amount  of  new  lending.  Once  the  principal  source  of 
housing  funds,  the  thrifts  now  trail  commercial  banks. 

For  the  future,  however,  the  quiet  run  poses  two  dangers:  One  is 
the  possibility  that  it  will  turn  into  an  all-out  run  on  the  thrift  in- 
stitutions. While  I  do  not  expect  this  to  happen,  such  a  run  would 
create  havoc  in  financial  markets,  demolish  the  hope  of  a  stable 
monetary  policy,  and  inflict  serious  damage  on  the  national  econo- 
my. 

The  other  concern  is  that  the  quiet  run  will  continue,  slowly 
draining  the  resources  of  the  thrift  industry.  At  the  time  I  wrote 
my  book,  this  did  not  appear  likely,  and  I  did  not  think  any  new 

Eolicy  was  required.  Now,  with  more  data  available,  I  feel  that  the 
quidity  problem  is  one  that  must  be  addressed. 


Digitized  by  CjOOQIC 


2456 


Even  if  deposit  inflows  are  restored,  however,  the  role  of  thrift 
institutions  in  the  mortgage  market  will  change.  Housing  finance 
will  not  be  as  abundant  or  as  cheap  as  it  was  in  the  past,  but  the 
larger  and  more  diversified  thrift  institutions  that  survive  will  con- 
tinue as  major  sources  of  mortgage  credit. 

Expertise  in  originating  and  servicing  mortgage  loans  is  a  mcgor 
asset  of  the  thrift  industry  and  one  it  is  likely  to  exploit.  New 
sources  of  lending  and  retail  banking  will  move  in  to  preserve  serv- 
ice and  competition  if  the  thrifts  fail  to  do  so. 

I  will  now  turn  to  the  specific  legislation  before  the  subcommit- 
tee. 

There  are  a  number  of  ways  available  to  manage  the  transition 
to  deregulation.  Left  alone,  most  problem  thrift  institutions  would 
arrange  voluntary  mergers.  Many  would  ultimately  fail,  requiring 
the  deposit  insurance  agencies  to  pay  off  account  holders. 

This  process  would  take  place  over  several  years.  At  the  discre- 
tion of  the  regulators,  action  could  be  taken  sooner  to  arrange 
mergers  or  liquidations,  and  this  could  be  less  costly. 

The  FSLIC  has  also  begun  a  limited  assistance  program  through 
the  use  of  income  capital  certificates.  Other  policy  instruments 
have  been  and  will  be  used  to  prop  up  the  industry,  principally  the 
all  savers  certificate  and  deposit  rate  ceilings. 

All  of  these  plans  share  the  common  ingredient  necessary  for 
success:  They  include  a  subsidy  to  offset  the  losses  incurred  by  fail- 
ing institutions  on  their  old  low-rate  mortgages. 

This  subsidy  is  not  a  bailout,  or  at  least  not  a  new  one.  The  deci- 
sion to  assist  failing  institutions  was  made  when  Congress  created 
deposit  insurance;  economic  circumstances  then  put  the  institu- 
tions in  an  untenable  position. 

But  the  assistance  plans  are  not  equally  efficient  in  forming 
transition  policies  of  the  thrift  industry.  Meeting  the  goal  of  effi- 
cient and  effective  policy  will  depend  upon  supplying  efficient  €dd 
to  the  firms  that  require  it  and  withholding  it  from  those  who 
would  not. 

H.R.  5568,  the  Home  Mortgage  Stability  Act  begins  to  address 
these  issues.  It  contains  many  elements  which,  with  the  appropri- 
ate modifications,  could  go  far  to  solve  the  transition  problems  of 
the  thrift  and  housing  sectors.  In  its  specifics,  however,  the  legisla- 
tion would  reward  inefficiency,  exceed  cost  estimates,  harm  the 
long-run  viability  of  the  housing  finance  system,  and  exacerbate 
the  confidence  crisis.  Moreover,  as  drafted,  it  would  not  be  com- 
pletely effective  in  resolving  the  transition  difficulties  of  the  thrift 
industry:  Additional  billions  would  still  be  required  to  aid  hundreds 
of  failing  institutions. 

With  regard  to  capital  participation  notes:  The  principal  of  in- 
jecting capital  into  ailing  but  viable  institutions  is  a  good  one.  The 
FSLIC  is  already  using  income  capital  certificates  in  a  program  to 
supply  resources  to  institutions.  Along  with  the  assistance  come 
stringent  operating  requirements.  Such  plans  are  intended  to  give 
an  institution  time  to  work  out  problems  on  its  own,  and  to  give 
the  FSLIC  time  to  arrange  a  merger  should  that  become  necessary. 
I  understand  that  the  sponsors  of  H.R.  5568  intend  to  structure  the 
capital  program  as  an  exchange  of  notes  which  would  result  in  no 
immediate  budget  impact;  the  cost  of  such  assistance  would  then  be 
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reflected  in  the  interest  payments  to  the  savings  and  loan  on  the 
FSLICs  notes. 

There  are  a  few  other  technical  changes  that  are  required  to 
assure  that  the  capital  maintenance  program  would  be  feasible,  ef- 
ficient, and  effective.  These  are  detailed  in  my  prepared  statement 
and  I  will  not  go  into  them  here. 

Some  depository  institutions  may  require  a  short-term  subsidy  to 
permit  them  to  become  viable  over  the  lonjg  run.  Where  this  assist- 
ance would  be  less  costl]^  than  merger  or  liquidation,  both  in  terms 
of  direct  outlays  and  social  costs,  it  is  highly  avisable.  The  stabiliza- 
tion plan  outlined  in  H.R.  5568  can  be  made  operable  if  the  follow- 
ing technical  problems  are  addressed  in  the  committee's  delibera- 
tions: 

First,  the  same  perverse  incentives  to  incur  losses  present  with 
the  capital  participation  notes  exist  with  respect  to  the  income  as- 
sistance: Larger  losses  induce  larger  subsidies.  On  the  contrary, 
banks  and  associations  should  be  encouraged  to  reduce  their  losses. 

Second,  although  the  plan  calls  for  repayments  to  begin  no  later 
than  5  years  after  the  assistance  is  rendered,  many  institutions 
may  have  no  net  after-tax  income  with  which  to  make  the  required 
payments.  This  element  must  be  modified  in  any  case  to  structure 
the  capital  participation  notes  as  capital  rather  than  debt. 

The  best  way  to  resolve  these  difficulties  would  be  to  set  a 
market  rate  of  interest  on  the  agency  obligations  transferred  to  the 

Eroblem  institution,  rather  than  to  make  the  payments  on  the 
asis  of  losses.  This  would  encourage  reduction  of  expenses,  sound 
investment  decisions,  and  a  rapid  return  to  health.  It  would  also 
prevent  open-ended  subsidies  to  institutions  which  are  not  likely  to 
survive,  and  which  would  thus  be  unable  to  repay  the  assistance. 

Moving  on  to  the  Home  Mortgage  Capital  Stability  Fund:  H.R. 
5568,  as  introduced,  envisioned  the  creation  of  a  $7.5  billion  fund  at 
the  Treasury  to  purchase  the  capital  participation  notes  of  institu- 
tions. Now  that  the  legislation  is  to  be  modified,  so  that  assistance 
would  be  provided  with  paper  rather  than  cash,  this  fund  is  no 
longer  required.  However,  in  order  to  satisfy  acocunting  standards 
and  maintain  credibility  in  financial  markets,  some  backing  for  the 
notes  of  the  agencies  is  still  necessary.  This  could  be  provided 
through  an  increase  in  the  agencies'  borrowing  authority  at  the 
Treasury;  probably  only  the  FSLIC  would  require  an  increase,  as  it 
has  the  largest  obligations  and  only  a  $750  million  line  of  credit. 

Alternatively — and  preferably — the  obligations  of  the  FSLIC, 
FDIC,  and  National  Credit  Union  Administration  could  be  made 
explicit  obligations  of  the  Federal  Government.  This  would  serve  a 
dual  purpose:  it  would  provide  the  necessary  financial  backing  for 
agency  notes,  and  it  would  reassure  depositors  that  their  savings 
are  indeed  protected. 

In  many  institutions,  the  liabilities  not  covered  by  insurance 
have  been  reduced  or  withdrawn  for  fear  of  default.  We  heard  that 
in  the  earlier  panel  this  afternoon.  Moreover,  as  noted  above,  even 
insured  depositors  are  withdrawing  their  funds,  as  the  resources  of 
the  insurance  agencies  are  seen  to  be  in  doubt. 

Title  III  of  the  National  Housing  Act  (12  U.S.C.  1721),  which  per- 
teins  to  the  obligations  of  the  Government  National  Mortgage  As- 
sociation, stetes: 
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The  full  faith  and  credit  of  the  United  States  is  pledged  to  the  payment  of  all 
amounts  which  may  be  required  to  be  paid  under  any  guaranty  under  this  subsec- 
tion. 

A  similar  provision,  subeituting  the  word  insurance  for  guaranty, 
could  be  added  to  title  IV  of  the  same  act  (12  U.S.C.  1726)  which 
pertains  to  the  duties  of  the  FSLIC.  It  would  also  be  advisable  to 
make  comparable  amendments  to  the  Banking  Act  of  1933  (12 
U.S.C.  1811)  which  established  the  FDIC,  and  to  the  Federal  Credit 
Union  Act  (12  U.S.C.  1781)  which  established  the  National  Credit 
Union  Administration  and  the  National  Credit  Union  Share  Insur- 
ance Fund. 

There  would  be  no  budgetary  impact  to  either  an  extension  of 
full  faith  and  credit  or  to  increased  borrqwing  authority,  unless 
and  until  expenditures  were  made.  But  since  it  is  universally  ac- 
knowledged that  the  insurance  obligations  would  be  met  in  any 
and  all  circumstances,  there  would  certainly  be  no  additional 
impact  on  the  budget  from  either  policy.  Moreover,  by  reassuring 
depositors,  liquidity  would  be  improved,  lessening  the  burden  on 
the  regulatory  agencies. 

H.R.  5568  would  require  institutions  receiving  capital  and  earn- 
ings assistance  to  invest  at  least  50  percent  of  net  new  deposits  in 
residential  mortgages  for  first-time  home  buyers  at  below-market 
rates.  The  thrift  institutions'  problems  derive  in  large  part  from 
the  preponderance  of  a  single  type  of  instrument  in  their  asset 
portfolios — the  long-term  fixed-rate  residential  mortgage. 

Regulations  and  tax  law  precluded  institutions  from  doing  much 
else.  The  expcmded  asset  powers  permitted  by  the  Depository  Insti- 
tutions Deregulation  and  Monetary  Control  Act  of  1980  and  those 
proposed  in  subsequent  legislation  are  intended  to  reduce  the  bal- 
ance sheet  vulnerability  of  thrift  institutions  and  to  foster  equality 
among  financial  institutions.  The  new  powers  are  vital  to  the 
future  health  of  thrifts  that  survive  the  current  transition  prob- 
lems. 

As  a  matter  of  choice,  most  thrift  institutions  will  continue  to 
invest  at  least  50  percent  of  net  new  deposits  in  mortgage  loans  in 
any  event,  but  the  rate  and  allocation  requirements  in  the  pro- 
posed legislation  are  unworkable.  The  bill  sets  a  mortgage  rate  lim- 
ited to  1  percentage  point  over  the  institution's  average  cost  of 
funds.  This  average  is  composed  of  existing  deposits,  many  in  pass- 
book and  fixed-rate  accounts,  as  well  as  the  net  new  deposits  re- 
ceived at  much  higher  rates. 

But  the  new  mortgages  will  have  to  be  financed  not  out  of  the 
old  funds  at  average  rates,  but  out  of  the  new  deposits  at  the  much 
higher  marginal  or  market  rates.  The  marginal  cost  of  new  depos- 
its, as  reflected  in  the  rates  on  money-market  and  small-savers  cer- 
tificates, range  from  13  to  over  14  percent. 

Savings  and  loan  associations  today  have  an  average  cost  of 
funds  of  about  11.5  percent,  implying  that  new  mortgages  xmder 
the  act  would  be  written  at  12.5  percent  rather  than  the  current  15 
percent  market  rate  for  mortgage  loans  closed.  Subtract  1  percent- 
age point  from  the  mortgage  yield  for  the  cost  of  servicing  the 
mortgage,  and  the  implication  is  that  an  institution  would  lose 
money  on  such  transactions. 


Digitized  by  CjOOQIC 


2459 


Let*  s  talk  about  meigers.  The  principal  means  used  so  far  to  ad- 
dress the  problems  of  the  thrift  industry  has  been  merger. 

If  ILR.  5568  were  to  pass,  appropriate  modified,  the  need  for 
substantial  numbers  of  mergers  would  not  be  eliminated.  The  bill, 
by  its  focus  on  instituti<His  with  reasonable  prospects  for  long-term 
viability,  correctly  does  not  sedL  to  fivestall  the  necessary  process 
of  consolidation.  This  policy,  if  properly  executed,  will  reduce  the 
administrative  and  finamnal  burd^i  on  the  agencies,  therriyy  cut- 
ting budgetary  expenditures  as  welL 

hi  ocmduson,  the  programs  in  place  today  will  prove  adequate 
only  if  there  is  a  major  improvem^it  in  eoHKHnic  conditions  that 
retards  the  pace  and  reduces  the  level  €i  thrift  industry  losses.  The 
deposit  insurance  agencies  will  {day  a  crucial  role  in  any  event. 
Net  costs  of  assistance  at  $6.5  bilUon  for  the  FSUC  and  $2.1  billicm 
for  the  FDIC  are  within  the  capalnlities  erf*  the  agencies. 

In  the  case  of  the  FSUC,  however,  the  margin  is  slim,  even 
thou^  the  costs  will  be  spread  over  sefmsl  years.  The  number  and 
gross  cost  of  the  transacticHis  could  overwhelm  the  agency's  admin- 
istrative capabilities  and  impair  its  liquidity. 

The  most  urgent  change  needed  in  current  policy  is  an  enhance- 
ment in  the  powers  and  resources  of  the  FSUC.  Ideally,  the 
agracy,  in  concert  with  the  executive  branch  and  Omgress,  would 
devel<9  a  ccnnprehensive  program  to  subsidize,  merge,  or  sell  off 
those  few  huiubed  associations  that  are  virtually  certain  to  require 
asBistance.  This  plan  should  be  iii^lem^ited  rafridly,  ther^y 
ending  the  erosion  of  firms'  assets,  minimizing  market  uncertainty, 
and  preserving  public  confidence  in  the  agency's  ability  to  protect 
dqiositoiB. 

Arrangements  should  also  be  made  to  bolster  the  agency^s  re- 
sources. Additional  standby  borrowing  authority  at  the  Treasury 
may  be  su£Bdent,  but  putting  the  fiill  faith  and  credit  of  the  Feder- 
al Government  behind  the  oUigations  dT  the  insurance  ag^icies  is 
preferaUe.  Thus  prepared,  the  restructuring  of  the  financial  sector 
can  proceed  with  minimal  disruption  to  markets,  adequate  protec- 
tion finr  d^KHtors,  and  the  least  cost 

9iould  it  be  dedded  that  some  form  of  broad  subsidy  is  desirable, 
additkmal  budgetary  expenditures  will  be  required.  Such  programs, 
however,  must  be  justified  in  their  own  merits,  as  they  are  not  nec- 
essary fcH'  protecting  depositors,  maintaining  public  confidence,  or 
restoring  the  viability  of  the  financial  efystem. 

Once  the  issue  of  nonviable  thrift  institutions  is  resolved,  the 
questi<Mi  of  the  housing  industry  recurs.  ScHne  modest  changes  to 
relax  credit  market  barriers,  such  as  permitting  more  flexible 
mortgage  instruments,  are  appropriate.  Beyond  that,  econcmucs  has 
little  to  propose,  the  issue  being  one  of  social  policy. 

Congress  may  decide  that  the  equilibrium  supply  of  housing  is  in- 
adequate in  an  unregulated  maritet  and  seek  to  shift  the  distribu- 
tion oi  resources  back  into  the  sector.  But  the  depressed  condition 
of  the  housing  industry  today  is  due  to  interest  rates  and  recession, 
and  is  mofre  the  cause  than  the  result  of  the  thrift  industry's  prob- 
lems. 

Thank  you. 

[Mr.  Carron's  prepared  statem^it  follows:] 
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The  Brookings  Institution 

Washington,  D.C. 

Prepared  for  delivery  before  the 

Subcommittee  on  Housing  and  Community  Development 

Committee  on  Banking,  Finance  and  Urban  Affairs 

U.S.  House  of  Representatives 

March  31,  1982 

Mr.  Chairman,  my  name  is  Andrew  S.  Carron.  I  am  a  research 
associate  in  the  Economic  Studies  Program  at  the  Brookings  Institution. 
The  views  expressed  here  are  mine  alone,  and  should  not  be  ascribed  to 
the  trustees',  officers,  or  other  staff  members  of  the  Brookings 
Institution. 

I  am  pleased  to  accept  your  invitation  to  appear  today  and  discuss 
the  current  problems  of  the  nation's  savings  institutions  and  the 
housing  industry.  I  have  been  analyzing  these  subjects  intensively  for 
the  past  year  and  a  half.  Many  of  the  results  of  my  study  were 
published  by  Brookings  last  month  in  a  book.  The  Plight  of  the  Thrift 
Institutions.  My  testimony  today  will  draw  on  the  material  contained 
in  the  book,  as  well  as  on  additional  research  conducted  since  the  book 
went  to  press. 
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I  iwuld  like  to  divide  ay  testiaony  into  three  parts:  tlie 
circiastaaces  leading  up  to  tlie  situation  we  have  today;  the  outlook 
for  the  thrift  industry  in  1982.  1983.  and  heyond;  and  my  coMents  on 
H.R.  5568,  the  Hom  Mortgage  Capital  Stability  Act,  as  a  aeans  of 
addressing  the  problem. 

Background 

Thrift  institutions  grew  and  prospered  under  a  regulatory 
f raaework  that  led  then  to  specialize  in  long-term  fixed-rate  Mortgage 
lending  and  short-term  deposit  taking.  The  system  functioned  smoothly 
as  long  as  interest  rates  remained  steady.  Deposit  rate  ceilings  were 
Imposed  in  the  mid-1960s  to  restrain  the  cost  of  funds  to  institutions 
as  market  interest  rates  began  to  rise. 

The  thrift  industry,  despite  periodic  setbacks,  gave  the 
appearance  of  health  during  most  of  the  1970s.  Assets  of  the  more  than 
5,000  savings  and  loan  associations  and  mutual  savings  banks  tripled 
ever  the  decade,  exceeding  $800  billion  in  1980.  The  thrift 
institutions  were  the  major  source  of  new  funds  for  housing  during  this 
period* 

The. ratio  of  net  worth  to  assets  of  the  thrift  Industry — a  measure 
of  long-term  viability— fell  continuously  during  the  19708,  however, 
indicating  difficult  times  to  follow.  Deposit  rates,  which  affect  the 
cost  of  an  institution's  liabilities,  were  gradually  becoming  more 
sensitive  to  market  changes  as  the  result  of  administrative  and 
legislative  deregulation.  The  introduction  of  the  six-month  money 
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market  certificate  In  mld-1978  Is  an  Important  case  In  point.  Rates  of 
return  on  the  asset  portfolios  of  thrift  Institutions  renalned  locked 
Into  earlier  lower  levels  by  the  long-term  nature  of  mortgages  and  by 
regulations  limiting  Investment  diversification.  The  authority  to 
write  variable-rate  mortgages  on  a  nationwide  basis,  for  example,  did 
not  come  about  until  several  years  after  the  liability  side  of  the 
balance  sheet  was  largely  deregulated.  When  Interest  rates  rose  to 
record  levels  In  1980  and  1981.  deposit  flows  and  mortgage  lending 
slowed,  the  cost  of  funds  rose  sharply,  and  profits  turned  negative. 

During  1981,  the  savings  and  loan  associations  lost  $4.9  billion, 
their  first  loss  In  recent  history.  The  mutual  savings  banks  lost  $1.5 
billion  last  year  following  a  smaller  loss  In  1980.  Net  worth  declined 
sharply  and  the  thrift  Industry  began  sliding  toward  insolvency.  Ust 
month,  the  savings  and  loan  Industry's  net  worth  fell  below  A  percent 
of  assets. 

It  should  be  stressed  that  this  trend  Is  a  long-term  problem  of 
profitability  and  viability,  and  does  not  affect  the  routine  operation 
of  individual  firms.  Customers  will  continue  to  receive  normal  deposit 
and  lending  services  throughout  the  period  of  adjustment.  Liquidity— 
the  availability  of  cash  to  meet  normal  business  needs— has  not  been  a 
problem  for  the  thrift  industry  as  a  whole.  Potential  cash  shortages 
have  been  avoided  through  a  reduction  in  new  lending  and  through 
increased  borrowing.  In  the  case  of  the  savings  and  loan  industry, 
most  of  that  borrowing  has  come  from  the  Federal  Home  Loan  Bank  System. 
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Outlook 

A»   part  of  ay  research.  I  constructed  a  coaputer  nodel  to  forecast 
the  earnings  and  financial  condition  of  the  thrift  Industry.  The 
results  showed  that  structural  changes  will  be  required.  A  sizable 
■inorlty  of  savings  and  loan  associations  will  never  return  to 
profitability  on  their  own,  even  under  optimistic  economic  assumptions, 
and  a  much  smaller  number  of  mutual  savings  banks  will  be  similarly 
affected.  More  than  AOO  firms— mostly  small  and  Inefficient,  but  with 
ample  resources-  must  find  merger  partners  to  avoid  potentially 
irreversible  losses  of  net  worth.  Still  others—at  least  200,  and 
possibly  more  than  600  under  adverse  economic  conditions— may  require 
financial  assistance  from  the  deposit  insurance  agencies  to  arrange 
mergers.  A  few  closings  and  liquidations  may  occur. 

In  my  book,  I  calculated  the  performance  of  the  industry  under 
three  sets  of  assumptions,  which  I  labelled  "optimistic,"  "consensus," 
and  "pessimistic."  Under  each  set  of  assumptions,  interest  rates 
recede  from  their  1981  levels,  the  only  difference  being  the  speed  of 
decline.  I  also  Incorporated  fairly  generous  assumptions  about 
mortgage  turnover,  sales  of  "all  savers"  certificates,  and  deposit 
growth.  These  were  all  based  on  expectations  at  the  time  my  book  went 
to  press  last  fall. 

Since  the  book  was  published  a  month  ago,  there  has  been  much 
discussion  over  the  validity  of  particular  assumptions.  It  should  be 
noted  that  the  fundamental  results  remain  the  same  regardless  of  the 
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assumptions :  saall  differences  in  nunbers  of  institutions  affected  and 
required  assistance  do  not  change  the  policy  reconnendatlons.  I  also 
want  to  point  out  that  not  only  has  the  path  of  the'  economy  followed 
the  "pessimistic"  scenario  since  my  book  went  to  press,  but  the 
industry  has  not  fared  well  with  respect  to  mortgages,  certificates,  or 
deposits  either.  To  attempt  to  resolve  this  issue.  I  prepared  a  new 
set  of  forecasts  for  the  savings  and  loan  associations  based  on  the 
Administration's  relatively  favorable  Interest  rate  assumptions  as 
contained  In  the  1983  Budget.  I  have  also  used  more  current  data  on 
Bortgage  turnover,  "all  savers"  certificates,  and  deposit  growth. 
These  results  are  compared  in  table  I   with  the  "pessimistic"  forecast 
from  my  book. 

As  you  can  see,  the  Industry  as  a  whole  does  recover  very  rapidly 
next  year  under  the  Administration's  assumed  interest  rates. 
Nevertheless,  even  more  Institutions— 1 .149  versus  1.076-are  seen  not 
to  be  viable  over  the  long  run.  and  the  required  costs  of  assistance 
are  virtually  unchanged  at  $6.5  billion.  That  is  largely  because  the 
damage  from  regulation  and  high  Interest  rates  has  already  been  done. 

It  should  be  apparent  that  the  evolution  of  the  Industry  over  the 
next  few-years  has  been  largely  predetermined,  and  only  the  accounting 
rules  that  emphasize  historical  costs  have  prevented  a  widespread 
realization  of  this  fact.  Because  of  the  losses  which  have  already 
been  Incurred,  many  firms  simply  will  not  survive  unassisted. 
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Table  1.     Forec— t  of  JsuMm  eiid  FinancUl  Cooditioo.  FSLIO-lMufd 
Savings  and  Loan  Aesoclatloas  "" 


Interest  rate  forecast 


TnAi^.r^^  "PesslMlstlc"    Adsiiilst  ration 

^^'^'''''  '^«  ^'^1*  2-2«  Budget  aasiaptlon. 


Met  Incone  aa  <hnrc  of  avcragg  aaaccs  (percent) 

1980  (actual)  0.13  0  13 

1981  (e.tl-ate)  ^'M  ^[\l 

*^*3  -0.15  0.88 

Industry  assets,  end  of  year  (billions  of  dollars) 


609.8 
644. 7 
683.8 


1980  (actual)  609.8 

1981  (actual)  644.7 
1582  701.3 

^'"  761.9            740.4 

Het  worth  as  share  of  assets,  end  of  year  (percent) 

1980  (actual)  5,32 

1981  (actual)  4,28 

1982  3.45 
1W3  3.03 


5.32 
4.28 
3.01 
3.63 


Associations  TJable  only  with  aerger,  not  requiring  assistance 

Ruaber  of  institutions  451  477 

Percent  of  Institutions  II.3  jj.g 
Total  assets  «nd  of  year  1980 

(billions  of  dollars)  26.1  35,8 

Aifloclatloni  not  viable  by  1983,  regulrlna  asaifteane* 


Number  of  institutions  625 

Percent  of  ins titvjt Ions  15,6 
Total  assets  etid  of  year  1980 

(billtonfi  of  dollars  83.4 
Anount  of  assistance  required 

(billions  of  dollars)  6.4  6.5 


672 
16.8 

68.5 


Source:  Author's  estimates  based  on  FHLBB  data.  Data  on  assets 
and  liabilities  exclude  loans  in  process. 

a.  Forecast  data  from  The  Plight  of  the  Thrift  Institutions. 
Table  2-2,  page  30.  ~ — 
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Policy  criteria .  The  issues,  as  1  see  thea.  are  as  follows: 
first,  to  decide  %#hether  a  consolidation  of  the  thrift  industry  is 
desirable  or  avoidable,  given  the  costs  of  preserving  the  existing 
structure;  second,  to  decide  what  level  of  assistance  to  the  housing 
industry  is  appropriate;  and  third,  to  select  a  set  of  prograas  to 
achieve  the  preferred  outcooes.  Whatever  the  ultlaste  decisions  are, 
they  oust  incorporate  coapensatlon— a  subsidy— for  thrift  institutions 
or  their  Insured  depositors.  So  another  consideration  is  who  will  pay 
for  the  accrued  burden  of  losses,  since  the  institutions  cannot. 

Required  assistance  to  the  thrift  industry  will  be  reflected  in  a 
significant  lapact  on  the  budget,  regardless  of  what  policies  are 
chosen.  Assuming  consolidation  is  encouraged  to  proceed,  the  net  costs 
of  assistance  from  the  Federal  Savings  and  Loan  Insurance  Corporation 
would  exceed  $6  billion  and  the  Federal  Deposit  Insurance  Corporation 
would  be  called  upon  to  supply  over  $2  billion.  These  amounts  ioclmde 
the  expenditures  exceeding  $1  billion  by  the  FSHC  and  $700  million  by 
the  FDIC  In  1981;  the  remainder  would  be  paid  out  in  some  form  over  the 
next  five  to  ten  years. 

Preservation  of  the  Industry  with  its  current  structure  would 
necessitate  large  operating  subsidies  for  the  next  few  years  and 
smaller  Infusions  after  that.  The  existence  of  many  small  firms  does 
provide  opportunities  for  local  control  and  specialised  attention  to 
local  fteeds.  The  drawback,  however,  is  operating  inefficiency.  With 
Increased  homogenlzatlon  of  financial  markets  and  institutions,  and 
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with  depositors  becoming  aore  eve  re  of  eltemetlve  uses  for  their 
savings »  the  specialized  local  thrift  institution  is  less  viable  than 
in  the  past. 

Cash  flow.  One  potentially  troubling  factor  that  has  only 
recently  coae  to  light  is  the  increased  flow  of  deposits  out  of  thrift 
institutions.  Last  year,  depositors  withdrew  nearly  $40  billion  more 
than  they  put  into  these  institutions.  In  January  of  this  year, 
another  $138  million  came  out  of  savings  and  loan  associations  and  $1 
billion  out  of  mutual  savings  banks,  despite  the  availability  of 
expanded  IRA  accounts  and  attractive  deposit  Interest  rates.  Savings 
and  loan  associations  reported  a  small  net  inflow  for  February,  due 
primarily  to  a  increase  in  jumbo  certificates. 

Deposit  flows  have  fallen  at  times  in  the  past,  as  individuals 
sought  higher  interest  rates  outside  the  regulated  banking  and  thrift 
sector.  The  concern  now  is  that  people  appear  to  be  shifting  money 
into  commercial  banks,  sometimes  accepting  a  lower  interest  rate  to  do 
so.  After  correcting  for  interest  rate  differentials  and  other 
relevant  factors,  the  data  indicate  that  one-third  of  the  deposit 
outflows  in  the  current  episode  represent  shifts  from  thrifts  to  banks. 
The  only  'plausible  explanation  is  that  some  people  now  believe  banks 
are  safe  and  thrifts  are  not.  The  regulatory  agencies  call  this  the 
"quiet  run." 
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The  thrift  Industry  cannot  sustain  this  rate  of  losses 
Indefinitely.  Over  the  near  tern,  the  Institutions  can  adapt  by 
curtailing  their  new  lending,  leaving  It  to  other  sectors  to  provide 
funds  for  housing.  Table  2  shows  the  historical  and  recent  deposit 
flows  for  thrifts,  banks,  and  aoney  market  mutual  funds.  (Note  that 
these  are  gross  flows,  which  Include  Interest  credited,  and  are  thus 
not  directly  comparable  with  the  net  flows  described  In  the  preceding 
paragraphs.)  Table  3  shows  that  the  reduced  deposit  flows  have  been 
reflected  In  a  reduced  amount  of  new  lending.  Once  the  principal 
source  of  housing  funds,  the  thrifts  now  trail  commercial  banks. 

For  the  future,  however,  the  "quiet  run"  poses  two  dangers:  One 
Is  the  possibility  that  It  will  turn  Into  an  all-out  run  on  the  thrift 
Institutions.  While  I  do  not  expect  this  to  happen,  such  a  run  would 
create  havoc  In  financial  markets,  demolish  the  hope  of  a  stable 
monetary  policy,  and  Inflict  serious  damage  on  the  national  economy. 
The  other  concern  Is  that  the  "quiet  run"  will  continue,  slowly 
draining  the  resources  of  the  thrift  Industry.  At  the  time  I  wrote  my 
book,  this  did  not  appear  to  be  likely,  and  I  did  not  think  any  new 
policy  was  required.  Now,  with  more  data  available,  I  feel  that  the 
liquidity  problem  Is  one  that  must  be  addressed. 

Even  If  deposit  Inflows  are  restored  however,  the  role  of  thrift 
Institutions  In  the  mortgage  market  will  change.  Housing  finance  will 
not  be  as  abundant  or  as  cheap  as  It  was  In  the  past,  but  the  larger 
and  more  diversified  thrift  Institutions  that  survive  will  continue  as 
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Table  3,  Sources  of  Mortgage  Funds 

Shares  of  net  flows  of  new  residential  loans  by  type  of  institution, 
percent 


Thrift 

Comercial 

Period 

Institutions 

Banks 

Others 

1975 

65.5 

1.0 

33.5 

197^ 

62.9 

16.A 

20.7 

1977 

56.1 

18.7 

25.2 

1978 

A6.7 

21.2 

32.1 

1979 

36.3 

17.4 

A6.3 

1980 

29.0 

13.9  ' 

57.1 

1981  - 

I 

38.A 

20. A 

41.2 

1981  - 

II 

26.A 

23.3 

50.3 

1981  - 

III 

11.1 

25.1 

63.8 

1981  - 

IV 

-9.0 

2A.5 

84.5 

Note:  Quarterly  data  are  seasonally  adjusted. 
Source:  Federal  Reserve,  Flow  of  Funds. 
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■A.  5548  pad  O^er  yoUdco 

Tbo  aajor  Isooo  is  horn   to  oaaoso  the  troMltloo.  Left  olooe,  aoot 
problem  thrift  l^tlt^tl^  •oold  arrwge  ^luotmry  .rters;  muif  ooold 
«ltl«tely  fell.  re,«iriog  the  deposit  iooorooce  ogeocies  to  pey  off 
•cco«  bolder,.  TM.  procew  ooold  take  place  o^r  ae^ral  yoar..  At 
the  diacretioa  of  the  regalators.  actios  coold  be  takes  soooer  to 
•rra^e  aer^rs  or  liqoidatiooa.  and  this  could  be  less  costly.  The 
FSLIC  has  also  bes«a  a  lilted  assistance  progra.  throogh  the  ose  of 
l«co«  capital  certificates.  Other  policy  iiistruKiits  ha^  been  and 
will  be  ased  to  prop  op  the  iodostry.  principally  the  "all  sarers** 
certificate  and  deposit  rate  celUngs.  All  of  these  plans  share  the 
coMoo  iagredieat  necessary  for  soccess:  they  include  a  subsidy  to 
offset  the  losses  incurred  by  faiUng  institutioos  on  their  old 
loir-rate  mortgages  . 

This  subsidy  is  not  a  "baUout."  or  at  least  not  a  nev  one.  The 
decision  to  assist  falling  institutions  uas  aade  vhen  Congress  created 
deposit  insurance;  ecooonic  circuMtances  then  p;it  the  institutions  in 
an  untenable  position.   (Although  the  insurance  applies  to  depositors, 
not  institutions,  it  is  usually  cheaper  and  less  disruptive  to  channel 
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th€  assistance  through  an  Institution.  Tha  lav  requires  the  FSLIC  and 
FDIC  to  find  the  least  costly  alternative.)  But  the  assistance  plans 
are  not  equally  efficient  in  solving  the  transition  probleas  of  the 
thrift  industry.  Som  involve  budgetary  expenditures  far  greater  than 
the  aaounts  indicated  above.  Meeting  the  goal  of  efficient  and 
effective  policy  will  depend  on  supplying  sufficient  aid  to  the  firas 
that  require  it  and  withholding  it  from  those  that  do  not. 

H.R.  5568,  the  Home  Mortgage  Capital  Stability  Act,  begins  to 
address  these  issues.  It  contains  many  elements  which,  with  the 
appropriate  modifications,  could  go  far  to  solve  the  transition 
problems  of  the  thrift  and  housing  sectors.  In  its  specifics,  however, 
the  legislation  would  reward  inefficiency,  exceed  cost  estimates,  harm 
the  long-run  viability  of  the  housing  finance  system,  and  exacerbate 
the  confidence  crisis.  Moreover,  as  drafted,  it  would  not  be 
completely  effective  in  resolving  the  transition  difficulties  of  the 
thrift  Industry:  additional  billions  would  still  be  required  to  aid 
hundreds  of  falling  institutions. 

Capital  participation  notes.  The  principal  of  Injecting  capital 
into  ailing  but  viable  institutions  is  a  good  one.  The  FSLIC  is 
already  using  Income  capital  certificates  In  a  program  to  supply 
resources  to  institutions.  Along  with  the  assistance  come  stringent 
operating  requirements.  Such  plans  are  intended  to  give  an  Institution 
time  to  work  out  problems  on  Its  o%m,  and  to  give  the  FSLIC  time  to 
arrange  a  merger  should  that  become  necessary.  I  understand  that  the 


Digitized  by  CjOOQIC 


2473 


sponsors  of  H.R.  5568  Intend  to  structure  the  capital  prograa  as  an 
exchange  of  notes,  which  would  result  In  no  Inedlate  budget  l^>act: 
the  cost  of  such  assistance  would  be  reflected  In  the  Interest  payaents 
to  the  savings  and  loan  on  the  FSLIC's  notes. 

There  are  a  few  other  technical  changes  that  are  required  to 
assure  that  the  capital  maintenance  program  would  be  feasible, 
•fflclent,  and  effective: 

(1)  As  designed,  the  capital  participation  notes  would  not  be 
considered  as  Increments  to  net  worth.  That  Is  because  of  the 
requirement  for  ultimate  repayment,  regardless  of  earnings,  which  puts 
them  In  the  category  of  debt  rather  than  equity.  So  rather  than 
increasing  an  Institution's  net  worth,  such  notes  would  reduce  It. 
Income  capital  certiflcste»,  on  the  other  hand,  require  repayment  only 
If  and  when  the  Institution  reports  net  operating  Income.  The  capital 
participation  notes  should  therefore  be  designed  along  the  lines  of 
Income  capital  certificates. 

(2)  There  Is  an  Incentive  for  thrift  Institutions  to  sell 
low-yleldlng  assets  at  a  discount  from  par  to  reduce  book  value  net 
worth,  thereby  qualifying  for  capital  assistance.  Such  asset  sales, 
however i  may  actually  Increase  the  association's  market  value  net 
worth.  The  criteria  for  assistance  should  therefore  be  designed  to 
exclude  the  effect  of  such  transactions. 
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(3)  Because  the  capital  aalntenance  prograa  is  cut  off  vhen  nat 
worth  rises  to  3  percent,  there  is  again  a  perversa  incentive  to  »ka 
aaaet  aales  to  incur  losses. 

Earnings  stAMlitatlon  payaantg.  Soaa  depository  institutions  mmj 
require  a  ahort-term  subsidy  to  permit  them  to  becoM  viable  over  the 
long  run.  Where  this  assistance  would  be  less  costly  than  merger  or 
liquidation,  both  in  terms  of  direct  outlays  and  social  costs,  it  is 
highly  advisable.  The  stabilization  plan  outlined  in  H.R.  5568  can  he 
made  operable  if  the  following  technical  problems  are  addressed  in  the 
Committee's  deliberations: 

(1)  The  same  perverse  Incentives  to  incur  losses  present  with  the 
capital  participation  notes  exist  with  respect  to  the  income 
assistance:  Urger  losses  induce  larger  subsidies.  On  the  contrary, 
banks  and  associations  should  be  encouraged  to  reduce  th^ir  losses. 

(2)  Although  the  plan  calls  for  repayments  to  begin  no  later  than 
five  years  after  the  assistance  is  rendered,  many  institutions  may  have 
no  net  after-tax  income  with  which  to  make  the  required  payments.  This 
element  must  be  modified  in  any  case  to  structure  the  capital 
participation  notes  as  capital  rather  than  debt. 

The  best  way  to  resolve  these  difficulties  would  be  to  set  a 
market  rate  of  Interest  on  the  agency  obligations  transferred  to  the 
problem  institution,  rather  than  to  make  the  payments  on  the  basis  on 
losses.  This  would  encourage  reduction  of  expenses,  sound  investment 
decisions,  and  a  rapid  return  to  health.  It  would  also  prevent 
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open-glided  subsidies  to  institutions  which  ere  not  likely  to  survive, 
end  vhieh  would  thus  be  unable  to  repay  the  assistance. 

Hoae  Mortgage  Capital  Stability  Fund.  H.R.  5568,  as  introduced, 
envisioned  the  creation  of  a  $7.5  billion  fund  at  the  Treasury  to 
purchase  the  capital  participation  notes  of  institutions.  Now  that  the 
legislation  is  to  be  isodlfled,  so  that  assistance  would  be  provided 
with  paper  rather  than  cash,  this  fund  is  no  longer  required.  However, 
in  order  to  satisfy  accounting  standards  and  aalntaln  credibility  in 
financial  aarkets,  sone  backing  for  the  notes  of  the  agencies  is  still 
necessary.  This  could  be  provided  through  an  Increase  in  the  agencies' 
borrowing  authority  at  the  Treasury;  probably  only  the  FSLIC  would 
require  an  increase,  as  it  has  the  largest  obligations  and  only  a  $750 
■illlon  line  of  credit. 

Alternatively— and  preferably — the  obligations  of  the  FSLIC,  FDIC, 
and  National  Credit  Union  Adainlstratlon  could  be  aade  explicit 
obligations  of  the  federal  govemnent.  This  would  serve  a  dual 
purpose:  it  would  provide  the  necessary  financial  backing  for  agency 
notes,  and  it  would  reassure  depositors  that  their  savings  are  Indeed 
protected • 

Savings,  certificate,  and  transaction  accounts  at  most  depository 
institutions  are  Insured  up  to  $100,000  by  the  FSLIC  or  FDIC.  The 
claims  of  other  account  holders  and  creditors,  including  those  holding 
repurchase  agreements,  are  subordinate  to  chose  of  the  Insured 
depositors.  In  many  Institutions,  the  liabilities  not  covered  by 
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Insurance  have  been  reduced  or  wlthdraim  for  fear  of  default. 
Moreover,  as  noted  above,  even  Insured  depositors  are  withdrawing  thalr 
funds,  as  the  resources  of  the  Insurance  agencies  are  seen  to  be  In 
doubt . 

Title  III  of  the  National  Housing  Act  (12  U.S.C.  1721),  which 
pertains  to  the  obligations  of  the  Government  National  Mortgage 
Association,  states,  "The  full  faith  and  credit  of  the  United  States  Is 
pledged  to  the  payment  of  all  amounts  which  may  be  required  to  be  paid 
under  any  guaranty  under  this  subsection."  A  sliallar  provision, 
substituting  the  word  "Insurance"  for  "guaranty,"  could  be  added  to 
Title  IV  of  the  same  Act  (12  U.S.C.  1726)  which  pertains  to  the  duties 
of  the  FSLIC.  It  would  also  be  advisable  to  make  comparable  amendments 
to  the  Banking  Act  of  1933  (12  U.S.C.  1811)  which  established  the  PDIC, 
and  to  the  Federal  Credit  Union  Act  (12  U.S.C.  1781)  which  established 
the  National  Credit  Union  Administration  and  the  National  Credit  Union 
Share  Insurance  Fund. 

There  would  be  no  budgetary  Impact  to  either  an  extension  of  full 
faith  and  credit  or  to  Increased  borrowing  authority,  unless  and  until 
expenditures  were  made.  But  since  It  Is  universally  acknowledged  that 
the  Insurance  obligations  would  be  met  In  any  and  all  circumstances, 
there  would  certainly  be  no  additional  Impact  on  the  budget  from  either 
policy.  Moreover,  by  reassuring  depositors,  liquidity  would  be 
Improved,  lessening  the  burden  on  the  regulatory  agencies. 
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Houslns  assistance,  H.R.  5568  irould  require  Institutions 
receiving  capital  and  earnings  assistance  to  Invest  at  least  50  percent 
of  net  new  deposits  In  residential  sortgages  for  flrst-tl.e  hoMbuyers 
at  below-aarket  rates.  The  thrift  Institutions'  problems  derive  In 
large  part  fro«  the  preponderance  of  a  single  type  of  Instnusent  In 
their  asset  portfolios— the  long-term  fixed-rate  residential  mortgage. 
Regulations  and  tax  law  precluded  Institutions  from  doing  much  else. 
The  expanded  asset  powers  permitted  by  the  Depository  Institutions 
Deregulation  and  Monetary  Control  Act  of  1980  and  those  proposed  In 
subsequent  legislation  are  Intended  to  reduce  the  balance  sheet 
vulnerability  of  thrift  Institutions  and  to  foster  equality  among 
financial  Institutions.  The  new  powers  are  vital  to  the  future  health 
of  thrifts  that  survive  the  current  transition  problems.  Although 
expanded  asset  powers  are  not  a  panacea  for  today's  Ills,  they  should 
be  considered  now  as  part  of  a  plan  to  revive  and  restructure  the 
thrift  Industry,  rather  than  forcing  Institutions  to  make  unprofitable 
Investments.  Moreover,  to  the  extent  that  new  powers  can  reduce  the 
costs  of  assistance,  they  will  have  a  favorable  Impact  on  the  budget. 
An  overemphasis  on  long-term  mortgage  lending  at  low  rates  was  directly 
responsible  for  the  problems  the  Industry  faces  today.  Requiring 
thrift  Institutions  to  return  to  the  ways  of  the  past  as  the  price  of 
short-term  assistance  would  be  to  perpetuate  a  bankrupt  policy. 
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As  a  Batter  of  choice.  Host  thrift  institutions  will  continue  to 
invest  at  least  50  percent  of  net  new  deposits  in  nortgage  loans  in  any 
event,  but  the  rate  and  allocation  requirements  in  the  proposed 
legislation  are  unworkable.  The  bill  sets  a  mortgage  rate  limited  to 
one  percentage  point  over  the  institution's  average  cost  of  funds. 
This  average  is  composed  of  existing  deposits,  many  in  passbook  and 
fixed-rate  accounts,  as  well  as  the  net  new  deposits  received  at  much 
higher  rates.  But  the  new  mortgages  will  have  to  be  financed  not  out 
of  the  old  funds  at  "average**  rates,  but  out  of  the  new  deposits  at  the 
much  higher  ''marginal*'  or  market  rates.  The  marginal  cost  of  new 
deposits,  as  reflected  in  the  rates  on  money  market  and  small  savers 
certificates,  range  from  13  to  14  percent.  Savings  and  loan 
associations  today  have  an  average  cost  of  funds  of  about  11.5  percent, 
implying  that  new  mortgages  would  be  written  at  12.5  percent  rather 
than  the  current  15  percent  market  rate  for  mortgage  loans  closed. 
Subtract  one  percentage  point  from  the  mortgage  yield  for  the  cost  of 
servicing  the  mortgage,  and  the  implication  is  that  an  institution 
would  lose  money  on  such  transactions. 

The.  institution  would  then  have  four  options: 
(1)  It  could  refuse  assistance  in  the  first  place,  thereby 
avoiding  the  mortgage  lending  requirement  but  probably  hastening  its 
own  demise. 
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(2)  It  could  procMd  with  th«  transaction,  knoirlns  that  tha 
earnings  stabilisation  paynsnts  under  the  Act  irould,  sake  up  the  losses. 
(The  federal  govenment  would  therefore  be  subsidizing  these 
below-Mrket  nortgages  indirectly.) 

(3)  It  could  write  a  variable-rate  or  graduated-paynent  mortgage » 
thereby  assuring  that  the  interest  rate  would  eventually  rise  to  oarket 
levels . 

(4)  It  could  recoup  the  difference  between  the  subsidized  rate  on 
the  aortgage  and  asrket  interest  rates  by  charging  a  higher  fee 
(points)  to  originate  the  loan. 

These  alternatives  denonstrate  the  difficulty  in  achieving  social 
objectives  through  indirect  aeans  and  internal  subsidies.  If  Congress 
wishes  to  provide  assistance  to  the  housing  industry  or  to  hoMbuyers, 
it  could  be  done  nore  efficiently  if  done  directly  through  the 
appropriations  process.  It  is  important  to  distinguish  housing  policy 
fro.  the  related,  but  narrower,  task  of  rescuing  the  thrift  industry. 

Herge«.  The  principal  means  used  so  far  to  address  the  problems 
of  the  thrift  Industry  has  been  merger.  Many  depository  institutions 
have  expressed  a  strong  desire  to  extend  their  area  of  operation, 
including  expansion  across  state  lines  which  has  traditionally  been 
prohibited.  Such  msrket  extensions  provide  profit  opportunities  and 
competitive  advantages  through  economies  of  scale  and  scope.  The  PSLIC 
has  approved  a  number  of  interstate  mergers  for  troubled  savings  and 
loan  associations.  Approval  of  an  Interstate  or  cross-industry  merger 
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■ay  be  likeiMd  to  a  license  that  ceo  be  offered  for  sale.  In  effect, 

the  PSLIC  is  selling  aerket  entry  rights  for  its  own  benefit.  The 
price  of  the  license  is  the  excess  of  lisbilities  over  assets  for  « 
failing  thrift,  s  price  thst  would  have  to  be  paid  by  the  insnrance 
agency  if  the  license  is  not  sold.  (The  aerger  approvals  have  often 
included  s  saall  aaount  of  financial  assistance  froa  the  PSLIC.)  Even 
if  H.R.  5568  were  to  pass,  appropriately  nodified,  the  need  for 
substantial  numbers  of  aergers  would  not  be  eliminated.  The  bill,  by 
its  focus  on  institutions  with  "reasonable  prospects  for  long-term 
viability,"  correctly  does  not  seek  to  forestall  the  necessary  process 
of  consolidation.  This  policy,  if  properly  executed,  will  reduce  the 
administrative  and  financial  burden  on  the  agencies,  thereby  cutting 
budgetary  expenditures  as  well. 

Conclusion 

The  programs  in  place  today  will  prove  adequate  only  if  there  is  a 
major  improvement  in  economic  conditions  that  retards  the  pace  and 
reduces  the  level  of  thrift  industry  losses.  The  deposit  insurance 
agencies  will  play  a  crucial  role  in  any  event.  Net  costs  of 
assistance  at  $6.5  billion  for  the  FSLIC  and  $2.1  billion  for  the  PDIC 
are  within  the  capabilities  of  the  agencies.  In  the  case  of  the  PSLIC, 
however,  the  margin  is  slim,  even  though  the  costs  will  be  spread  over 
several  years.  The  number  and  gross  cost  of  the  transactions  could 
overwhelm  the  agency's  administrative  capabilities  and  Impair  its 
liquidity. 
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The  Bost  urgent  change  needed  In  current  policy  Is  en  enhancenent 
in  the  powers  end  resources  of  the  PSLIC.  (Although  It  will  not  likely 
require  thea,  any  changes  affecting  the  PSLIC  should  apply  to  the  FDIC 
as  well.)  Ideally,  the  agency,  in  concert  with  the  executive  branch 
and  Congress,  would  develop  a  coaprehensive  program  to  subsidize, 
■erge,  or  sell  off  those  few  hundred  associations  that  are  virtually 
certain  to  require  assistance.  This  plan  should  be  iaplemented 
rapidly,  thereby  ending  the  erosion  of  firms'  assets,  minimizing  market 
uncertainty,  and  preserving  public  confidence  ih  the  agency's  ability 
to  protect  depositors. 

Arrangements  should  be  made  to  bolster  the  agency's  resources. 
Additional  standby  borrowing  authority  at  the  Treasury  may  be 
sufficient,  but  putting  the  full  faith  and  credit  of  the  federal 
government  behind  the  obligations  of  the  insurance  agencies  is 
preferable.  Thus  prepared,  the  restructuring  of  the  financial  sector 
can  proceed  vith  minimal  disruption  to  markets,  adequate  protection  for 
depositors,  and  the  least  cost. 

Should  it  be  decided  that  some  form  of  broad  subsidy  is  desirable, 
additional  budgetary  expenditures  will  be  required.  Such  programs, 
however,  must  be  Justified  on  their  own  merits,  as  they  are  not 
necessary  for  protecting  depositors,  maintaining  public  confidence,  or 
restoring  the  viability  of  the  financial  system. 
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Onc€  the  issue  of  nonviable  thrift  institutions  is  resolved,  the 
question  of  the  housing  industry  recurs.  Soae  aodest  changes  to  relax 
credit  market  barriers,  such  as  permitting  more  flexible  mortgage 
instruments,  are  appropriate.  Beyond  that,  economics  has  little  to 
propose,  the  issue  being  one  of  social  policy.  Congress  may  decide 
that  the  equilibrium  supply  of  housing  is  inadequate  in  an  unregulated 
market  and  seek  to  shift  the  distribution  of  resources  back  into  that 
sector.  But  the  depressed  condition  of  the  housing  industry  today  is 
due  to  interest  rates  and  recession,  and  is  more  the  cause  than  the 
result  of  the  thrift  industry's  problems. 

Thank  you. 

Mr.  Gonzalez.  Thank  you,  Mr.  Carron,  for  an  excellent  state- 
ment, and  your  willingness  to  come  before  the  subcommittee  and 
invest  your  time. 

I  obtained  a  copy  of  your  book,  thanks  to  Brookings'  very  gener- 
ous policy  toward  the  Congress.  That  makes  it  available  upon  re- 
quest of  an  individual  Congressman.  I  was  thinking  during  this 
week  when  we  had  the  regulators  and  others,  because  I  was  also 
aware  of  some  of  the  dissents  from  some  of  your  assumptions  by 
some  economists.  But  the  testimony  we  were  hearing  earlier  this 
week  kind  of  bolstered  your  presentation,  even  though,  as  you  said, 
the  book  had  been  written  before  some  of  these  developments  that 
agitate  us  now. 

The  question  I  have  for  you  is:  What  is  your  opinion  of  the  valid- 
ity of  the  obvious  motivation  impelling  the  administration  in  its 
budgetary  decision,  since  last  year,  that  there  is  too  much  credit 
allocation  now,  nationally,  to  housing.  I  consider  that  to  be  the 
main  problem  because  if  you  have  that  as  a  basic  philosophic  con- 
sideration, and  you  conclude  it,  as  I  think  they  have  dogmatically, 
that  there  is  a  disproportionate  allocation  of  credit  to  the  housing 
sector. 

And  therefore,  such  things  as  phasing  out  the  secondary  mort- 
gage institutional  efforts  would  be  deemed  proper.  I  was  very  inter- 
ested in  knowing  what  your  opinion  is  of  that?  Is  it  consistent  with 
your  studies  of  this  very  importent  aspect  of  the  economy? 

Mr.  Carron.  Mr.  Chairman,  there  are  many  features  of  the  Teuc 
Code,  the  laws  of  the  country,  and  regulatory  policy  which  create 
incentives  or  disincentives  to  make  investments  in  certain  areas. 
The  deduction  for  home  mortgage  interest  is  one  example.  The  fact 
that  the  implicit  rent  that  one  pays  as  a  homeowner  to  oneself  is 
not  texed,  that  is  an  element. 

On  the  other  side,  in  the  industrial  sector  we  have  the  invest- 
ment tax  credits,  accelerated  depreciation,  and  with  the  Economic 
Recovery  Tax  Act,  the  so-called  leasing  provisions.  All  of  these 
seem  to  shift  the  balance  in  favor  of  one  sector  or  another. 
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My  feeling  is  that  there  is  no  one  right  mix.  Over  the  past  sever- 
al years,  there  has  definitely  been  a  shift  in  emphasis  away  from 
housing  and  toward  the  industrial  sector.  With  the  prospect  of 
growing  budget  deficits  and  the  requirement  for  funds  for  the  Gov- 
ernment, there  is  also  a  shift  away  from  housing  and  into  the  Gov- 
ernment sector. 

Now,  these  are  to  a  large  extent  explicit  decisions  that  are  made 
with  respect  to  budget  policy,  tax  policy,  and  so  forth.  As  I  say, 
there  is  no  one  right  mix.  It  is  a  question:  You  have  to  decide  how 
much  housing  do  you  want  in  the  economy  versus  how  many  fac- 
tories, versus  how  many  defense  industries. 

Chairman  Gonzalez.  A  national  policy  or  political  question,  very 
good. 

Mr.  Kennedy,  as  you  know,  we  are  traveling  on  two  rails  on 
these  hearings.  Actually  the  chairman's  bill  is  an  emergency  basis, 
because  the  Subcommittee  on  Housing  and  Community  Efevelop- 
ment  which  is  conducting  these  hearings  has  sort  of  a  joint  juris- 
diction with  the  distinguished  chairman's  own  subcommittee.  We 
wanted  to  make  sure  we  took  advantage  of  the  announced  hearings 
we  had  planned  for  this  subcommittee  to  entertain  this  bill. 

But  in  light  of  the  administration's  statements,  I  think  best  illus- 
trated by  yesterday's  report  of  President  Reagan's  address  to  the 
realtors,  that  he  was  categorically  against  anything  that  he  calls  a 
bailout.  Am  I  correct  in  assuming  from  your  statement  that  such  a 
need  is  the  case  of  your  association  and  its  evaluation  of  H.R.  5568, 
that  it  is  by  definition  a  bailout,  even  though  it  has  been  changed 
and  modified,  to  lessen  budgetary  impact  instead  of  your  cash  loan, 
guarantee  of  a  loan. 

Am  I  correct  in  that  interpretation? 

Mr.  Kennedy.  Mr.  Chairman,  I  share  with  Ms.  Seibert  the  dis- 
like for  the  word  bailout  in  the  first  place.  I  think  it  is  a  poor  de- 
scription of  what  we  are  talking  about  with  relation  to  the  thrift 
industry. 

Our  concern  with  relation  to  this  particular  piece  of  legislation 
has  to  do  first  of  all  with  where  does  all  of  this  end.  The  assump- 
tion being  that  in  this  particular  circumstance,  this  $7.5  billion 
would  be  the  end-all  and  be-all.  We  are  not  sure  that  that  is  cor- 
rect. But  more  importantly,  we  believe  that  the  basic  problem  lies 
in  resolving  the  deficit  which  is  apparently  in  a  runaway  situation. 

So  far  we  have  not  been  able  to  get  the  administration  and  Con- 
gress together  to  make  a  determination  as  to  whether  it  is  going  to 
be  resolved.  The  net  effect  is  that  we  are  living  with  high  interest 
rates.  The  financial  world  and  the  banks  of  Arkansas  do  not  per- 
ceive that  we  have  gotten  a  full  handle  on  inflation  yet,  and  there 
is  an  inflation  factor  built  into  interest  rates. 

That  is  the  basic  problem  that  we  have.  We  need  to  be  address- 
ing that  particular  problem.  If  we  can  overcome  that  the  rest  of  the 
picture  will  fall  back  into  place.  I  believe  that  is  right.  I  think  that 
would  be  the  saving  of  the  thrift  industry. 

Chairman  Gonzalez.  I  know  in  vour  statement  that  you  said  you 
agreed  with  the  thrust  of  the  legislature. 

Mr.  Kennedy.  We  recognize  the  problem,  yes,  sir. 

Chairman  Gonzalez.  Mr.  Wylie. 

Mr.  Wyue.  Thank  you  very  much,  Mr.  Chairman. 
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I  am  glad  to  see  you  again,  Mr.  Kennedy. 

Mr.  Kennedy.  Thank  you,  sir. 

Mr.  Wyue.  I  want  to  welcome  you  here,  I  think  this  is  your  first 
appearance  before  a  congressional  committee. 

Mr.  Kennedy.  I  believe  in  the  House,  yes,  sir. 

Mr.  Wyue.  Well,  I  certainly  want  to  say  that  we  feel  privileged 
to  have  your  first  appearance  in  the  House  occur  before  our  Hous- 
ing Subcommittee. 

I  want  to  thank  you  for  an  excellent  statement.  Since  you  did  not 
agree  with  the  way  the  problem  of  the  thrift  institutions  would  be 
handled  by  H.R.  5568,  do  you  have  any  suggestions  as  to  what  this 
committee  might  do  to  help  solve  the  problems  of  the  thrift  institu- 
tions? 

Mr.  Kennedy.  We  do  not  have  any  specific  suggestion  other  than 
the  one  that  I  just  mentioned.  I  might  add  that  if  you  proceeded 
with  H.R.  5568,  as  I  indicated  in  my  testimony,  I  think  that  it 
ought  to  be  amended  to  take  care  of  the  charge  for  real  estate 
loans  to  be  made  at  1  percent  over  the  average  cost  of  funds,  be- 
cause, as  Mr.  Carron  just  testified  and  we  testified  also,  you  have 
protracted  difficulties  that  would  ensue  there. 

Our  basic  feeling  about  this,  Mr.  Wylie,  is  that  we  need  to  get  on 
with  the  business  of  getting  our  budgetary  problems  squared  away 
and  then,  when  that  happens,  the  perception  will  change  and  we 
think  that  the  interest  rate  picture  will  then  come  down  apprecia- 
bly. That  will  resolve  our  problems. 

We  realize  that  needs  to  be  done  fairly  quick,  because  there  is  an 
immediate  problem.  The  other  side  of  the  coin  is — I  come  from  a 
farming  territory.  We  have  got  difficulties  out  there  with  our  farm- 
ing community  now.  I  am  afraid  if  we  fool  around  with  that  too 
long,  you  are  going  to  be  looking  not  only  at  the  housing  industry 
up  here  asking  for  additional  help,  but  you  are  going  to  be  looking 
at  farmers  as  well.  Maybe  they  are  already  up  here,  I  just  do  not 
know  it. 

But  the  press  is  going  to  be  there  for  help  in  all  sectors  of  our 
economy.  When  you  do  this  you  are  adding  to  the  inflation  prob- 
lem. Inflation  is  a  basic  evil.  I  might  say  it  took  us  15,  or  16,  or  20 
years  to  get  into  this  problem.  It  is  awfully  difficult  to  get  out  of  it 
in  a  hurry. 

Right  now  with  the  Fed  tightening  down  on  monetary  growth, 
the  need  is  to  get  the  deficit  in  hand,  at  least  on  some  basis  where 
people  perceive  it  to  be  under  control.  That  is  really  the  thing  that 
we  need  to  do  to  solve  this  problem,  and  a  whole  lot  of  other  ones. 

Mr.  Wyue.  I  think  that  we  all  agree.  Am  I  stating  your  position 
correctly,  Mr.  Carron,  that  the  regulated  financial  institutions,  and 
I  use  the  word  regulated  advisedly,  do  not  really  have  a  problem 
which  cannot  be  solved  or  can  be  solved,  I  should  say,  by  lower  in- 
terest rates.  It  cannot  be  solved  by  lowering  debts.  I  did  not  feel 
that  coming  through  in  your  testimony,  necessarily. 

But  would  that  be  your  position,  too?  I  think  you  took  a  little  bit 
more  pessimistic  attitude  about  this  short-term,  vis-a-vis  interest 
rates  and  suggested  that  other  things  had  to  happen  to  get  the 
thrift  institutions  through  this  transition  period. 
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But  would  you  agree  that  the  regulated  financial  institutions 
would  be  all  right,  or  their  problems  would  be  solved,  if  we  were 
able  to  bring  interest  rates  down? 

Mr.  Carron.  That  is  undeniably  true.  Unfortunately,  interest 
rates  would  have  to  get  down  below  10  percent  and  stay  at  that 
level  for  the  rest  of  this  year,  next  year,  and  the  year  after. 

Mr.  Wyue.  Why  do  you  say  10  percent? 

Mr.  St  Germain.  How  soon?  How  soon  should  they  come  down  to 
10  percent? 

Mr.  Carron.  Last  year.  Within  the  range  of  interest  rates  over 
the  next  couple  of  years  that  appears  likely,  I  think  additional  pro- 
grams to  help  regulated  depository  institutions  will  be  required. 

As  part  of  my  prepared  statement  I  ran  a  forecast  based  upon 
the  administration's  interest  rate  assumptions,  which  do  assume  a 
sharp  fall  in  interest  rates  for  the  end  of  this  year.  Even  so  you 
would  have  hundreds  and  hundreds  of  institutions  that  are  not 
viable,  because  the  damage  was  done  in  1980,  1981,  the  first 
months  of  1982.  Lower  interest  rates  would  not  help  a  lot  of  those 
institutions. 

Mr.  Wyue.  Do  you  think  we  need  to  be  concerned  about  the  fact 
that,  as  you  predict,  a  lot  of  thrift  institutions  and  savings  banks 
might  go  by  the  wayside? 

Mr.  Carron.  I  think  as  long  as  the  process  is  handled  in  the  cor- 
rect manner,  which  is  an  orderly  process  of  assistance  or  consolida- 
tion, whichever  may  be  appropriate,  I  do  not  think  there  is  cause 
for  concern.  The  traditional  barriers  between  segments  of  the 
market,  between  banks  and  thrifts  and  stock  brokerage  firms  and 
mortgage  bankers  and  so  forth  down  the  line,  those  barriers  are 
now  coming  down.  The  institutions  are  branching  out  into  areas 
that  were  formerly  the  preserve  of  a  particular  type  of  institution. 

Therefore,  it  is  no  longer  the  case  that  savings  and  loans  com- 
pete only  against  savings  and  loans.  They  now  compete  against 
commercial  banks,  Sears  Roebuck,  Merrill  Lynch,  American  Ex- 
press, National  Steel,  and  we  could  go  on  and  on. 

Mr.  Wyue.  Should  we  allow  that  to  happen?  Should  we  allow  the 
commercial  enterprises  to  become  as  involved  in  the  banking  field 
as  they  are,  through  such  firms  as  Sears,  Merrill  Lynch,  and 
American  Express? 

Back  in  1933,  we  concluded  that  banking  should  be  separated 
from  commerce,  so  we  did  not  allow  a  bank  to  participate  in  any 
activity  which  was  not  bank  related. 

On  the  other  side  of  the  coin,  consider  the  commercial  enter- 
prises, such  as  Sears,  and  other  large  financial  institutions.  By  the 
year  2000,  it  has  been  predicted,  and  Sears  may  have  interstate 
branches  in  every  one  of  the  Allstate  stores.  Should  we  stand  by 
and  allow  that  to  happen?  Or  should  we  say  that  we  do  not  think 
that  is  the  best  interest  of  the  financial  institutions?  Should  we  try 
to  regulate  the  banking  activities  of  nondepository  enterprises? 

Mr.  Carron.  To  some  extent,  this  process  has  already  begun. 
There  are  good  ways  and  bad  ways  of  allowing  it  to  proceed.  On 
one  extreme,  you  might  have  the  banking  operation  conducted  by 
the  same  corporate  entity  as  is  engaged  in  some  other  line  of  busi- 
ness. And  then  when  you  have  the  stability  of  the  financial  system 
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involved,  deposit  insurance  involved,  that  could  set  up  a  very  im- 
proper situation. 

On  the  other  extreme,  you  might  have  two  companies,  one  a  fi- 
nancial institution,  the  other  not,  under  the  same  holding  compa- 
ny, under  the  same  umbrella,  where  all  of  the  banking  activities 
would  be  kept  separate  and  subject  to  all  of  the  stringent  regula- 
tions that  do  apply. 

I  think  that  somewhere  in  there  is  the  possibility  for  allowing 
new  sources  of  capital  into  the  financial  industry,  new  types  of 
services  that  might  be  brought  in,  new  types  of  innovations  that 
will  benefit  both  borrowers  and  savers. 

Mr.  Wyue.  Mr.  Kennedy,  what  do  you  think  of  the  action  of  the 
Depository  Institutions  Deregulation  Committee  on  March  22  to  es- 
tablish an  instrument  of  $7,500  with  a  rate  differential  as  a  move 
toward  deregulation? 

Mr.  St  Germain.  He  is  terribly  excited  about  it,  happy. 

Mr.  Wyue.  Do  you  want  to  bet? 

Mr.  Kennedy.  Well,  I  do  not  think  much  of  it.  We  objected  to 
that  for  two  primary  reasons.  One,  we  want  them  to  give  us  some- 
thing that  will  let  us  be  competitive  with  the  money  market  funds. 
That  instrument  is  not  competitive  with  money  market  funds,  the 
rates  are  too  low. 

Mr.  Wyue.  Because  it  is  tied  to  the  T  bill? 

Mr.  Kennedy.  Yes. 

Two,  it  put  the  differential  in  there  which  we  strenuously  object 
to.  We  feel  like  the  time  has  come  when  the  DIDC  committee  ought 
to  do  what  they  were  set  up  to  do  which  was  to  deregulate,  in  our 
judgment. 

Mr.  Wyue.  At  the  same  time  they  did  it,  they  set  up  a  schedule 
for  deregulation. 

Mr.  Kennedy.  I  appreciate  that.  I  just  hope  they  keep  it  on 
there. 

Mr.  Wyue.  You  do  not  think  that  was  a  fair  trade-off,  though? 

Mr.  Kennedy.  Not  quite,  no,  sir.  Because  we  and  the  thrift  indus- 
try are  losing— well,  you  know  as  well  as  I  do,  that  the  money 
market  mutual  funds  have  about  $190  billion.  That  comes  in  great 
part  out  of  the  hinderlands  of  the  country  and  moves  to  the  big 
city  banks  in  foreign  dollars  and  Canadian  dollars. 

I  think  it  is  bad  for  the  country. 

Mr.  Wyue.  Mr.  Carron  says  that  most  of  the  money  going  out  of 
the  thrift  institutions  now  is  going  into  commercial  banks.  We 
have  some  indication  there,  and  perhaps  someone  suggested  to 
FDIC  the  other  day,  that  a  new  instrument  may  be  a  way  for  them 
to  compete  with  the  commercial  banks. 

We  did  try  to  help  both  the  thrift  institutions  and  the  commer- 
cial banks  by  passing  a  resolution  saying  that  the  full  faith  and 
credit  of  the  United  States  of  America  is  behind  this  funding,  and  I 
thought  it  probably  was. 

If  it  wasn't,  then  we  have  become  overexposed,  and  maybe  this 
$6  billion  from  the  FSLIC  wouldn't  be  sufficient.  I  understand  that 
you  do  approve  of  that  action. 

If  the  thrifts  were  deregulated,  what  will  be  the  effect  on  the  via- 
bility of  mortgages?  Formerly,  about  50  percent  of  all  of  the  mort- 
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gage  money  came  from  thrift  institutions,  but  now  it  is  down  to 
about  8  percent.  Do  you  suspect  some  serious  difficulty? 

Mr.  Kennedy.  You  can  get  varying  opinions  on  that,  depending 
on  whether  you  are  talking  to  realtors  or  homebuilders.  They  don't 
like  that  thought.  Our  ju(^ment  is  the  money  will  be  there  if  the 
rate  is  right.  If  you  let  the  marketplace  work,  we  will  have  money 
to  lend  for  housing  or  whatever,  but  it  is  not  going  to  be  there  if  it 
stays  tied  up  in  regulations  that  won't  let  us  do  it. 

I  was  delighted  to  see  that  the  President  the  other  day  recom- 
mended steps  for  pension  funds  to  increase  their  eligibility  for  resi- 
dential mortgage  lending. 

Mr.  Wyue.  Thank  you  for  an  excellent  statement. 

Thank  you,  Mr.  Chairman. 

Chairman.  Gonzalez.  Thank  you. 

Mr.  Chairman? 

Mr.  St  Germain.  You  just  said  the  money  will  be  there  if  the 
rates  are  right. 

Mr.  Kennedy.  Yes,  sir. 

Mr.  St  Germain.  If  that  is  the  case,  why  was  the  Home  Loan 
Bank  Board  created  in  the  first  place?  Weren't  the  rates  right  back 
in  the  thirties  and  forties? 

Mr.  Kennedy.  I  am  happy  to  say  I  don't  go  quite  that  far  back, 
doggone  near  it,  but  not  quite.  The  commercial  banking  industry — 
my  recollection  of  it  at  that  time,  I  was  not  involved — was  reluc- 
tant to  make  term  loans. 

Mr.  St  Germain.  They  made  5-year  loans,  very  short-term  loans? 

Mr.  Kennedy.  Yes,  sir. 

Mr.  St  Germain.  The  20-  to  30-year  mortgage  was  unheard  of? 

Mr.  Kennedy.  Yes,  but  at  the  time  we  didir  t  have  the  sophistica- 
tion we  do  in  variable  rate  loans.  I  think  you  will  find  a  different 
set  of  thinking  with  some  of  the  innovative  ideas  that  have  taken 
pake. 

Mr.  St  Germain.  But  they  had  balloons  then,  the  same  thing. 

Mr.  Kennedy.  Sure,  but  I  expect  you  find  some  residential 
loans 

Mr.  St  Germain.  The  point  is,  Mr.  Kennedy,  the  Home  Loan 
Bank  Board  and  the  thrift  industry  were  createa  because  there  was 
a  vacuum.  The  thrift  industry  wouldn't  have  grown  as  it  did  absent 
a  need. 

Mr.  Kennedy.  I  understand  that. 

Mr.  St  Germain.  A  need. 

Mr.  Kennedy.  I  understand. 

Mr.  St  Germain.  That  is  why  Mr.  Carron  makes  a  declaratory 
statement  on  page  19  that  as  a  matter  of  choice  thrift  institutions 
will  continue  to  invest  at  least  50  percent  of  net  due  deposits  in 
mortgage  loans  in  any  event. 

On  what  do  you  base  that  statement,  Mr.  Carron?  I  mean,  do  you 
have  a  crystal  ball  that  I  have  not  been  able  to  find? 

Mr.  Carron.  There  is  the  provision  of  the  tax  code,  the  bad  debt 
deduction,  which  requires  that  82  percent  of  the  S.  &  L.'s  portfolio 
be  invested  in  qualifying  assets. 

Mr.  St  Germain.  I  saw  the  ticker  tape  today  or  within  the  last  2 
days,  with  a  listing  of  institutions,  corporations  and  their  profits, 
and  among  those  they  had  the  amount  of  taxes  they  pay. 
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Could  you  tell  me  that  the  merging  plants  don't  have  as  good  a 
tax  advantage  as  the  thrifts  do? 

Mr.  Carron.  Commercial  banks  have  more  tax  advantages. 

Mr.  St  Germain.  There  you  go,  so  don't  tell  me  about  the  tax 
advantage.  If  you  allow  thrift  people  to  do  this,  they  will  have  the 
same  tax  advantage,  so  that  will  blow  that  one  out  of  the  wall. 

What  is  your  next  one? 

Mr.  Carron.  I  think  what  I  am  suggesting,  Mr.  Chairman,  is 
that  there  are  profits  to  be  made  in  mortgage  lending.  The  institu- 
tions that  are  making  mortgage  loans  today  are  making  a  lot  of 
money  on  those  loans. 

Mr.  St  Germain.  Are  there  profits  to  be  made  in  mortgage  lend- 
ing? That  has  been  true  over  the  past  50  years,  is  that  right,  up 
until  this  last  period? 

Mr.  Carron.  That  is  right. 

Mr.  St  Germain.  With  the  high  interest  rates? 

Mr.  Carron.  That  is  correct. 

Mr.  St  Germain.  That  being  the  case,  how  come  commercial 
banks  won't  enter  the  field? 

Mr.  Carron.  The  thrift  industry 

Mr.  St  Germain.  Because  the  profits  in  commercial  lending, 
short-term  lending,  corporate  lending  are  higher.  I  mean,  let's  just 
call  a  spade  a  spade. 

Mr.  Carron.  Mr.  Chairman,  the  savings  and  loan  industry  was 
established  to  be  the  specialized  mortgage  lender. 

Mr.  St  Germain.  And  why?  There  was  a  need. 

Mr.  Carron.  Absolutely.  The  Home  Loan  Bank  Board,  the  FHA, 
these  served  a  role,  a  sort  of  demonstration  role,  saying  that  long- 
term  mortgage  lending  was  safe,  good  for  the  country  and  served  a 
very  useful  purpose  in  this  country. 

I  just  want  to  make  one  point  here. 

Mr.  St  Germain.  I  will  get  back  to  you,  Mr.  Kennedy. 

Mr.  Carron.  Notwithstanding  the  fact  that  because  of  tradition, 
habit 

Mr.  St  Germain.  They  didn't  cut  our  pay. 

Mr.  Carron  [continuing].  Tradition,  habit,  tax  law  and  regula- 
tion, the  thrifts,  the  S.  &  L.'s,  particularly,  were  intended  to  be  the 
primary  mortgage  lenders.  If  you  look  at  the  most  recent  experi- 
ence, when  times  get  tough,  when  you  really  want  to  rely  on  the 
specialized  mortgage  lenders  to  stay  in  there,  who  were  the  first 
ones  to  drop  out?  The  thrifts. 

In  table  3  on  page  11  of  mv  prepared  statement  you  C€ui  look  at 
the  experience.  In  1977,  which  we  can  take  as  the  starting  point  of 
this  episode,  thrift  institutions  supplied  56  percent  of  the  mortgage 
funds,  commercial  banks  19  percent.  I  will  skip  over  the  more 
recent  period.  The  third  quarter  of  1981:  thrifts,  11  percent;  com- 
mercial banks,  25  percent;  fourth  quarter  of  1981,  thrifts  minus  9 
percent,  commercial  banks  25  percent. 

So,  what  I  am  saying  is 

Mr.  St  Germain.  That  doesn't  mean  that  commercial  banks 
made  more  mortgages  than  they  made  previously.  You  are  talking 
about  the  percentage  of  all  mortgages  that  were  made? 

Mr.  Carron.  That  is  correct.  They  are  making  more  mortgages. 
Their  share  of  the  mortgages  outstanding  has  continued  to  in- 
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crease,  even  though  the  amount  of  net  new  lending  has  fallen  off, 
the  total  stock  in  mortgages  in  the  country 

Mr.  St  Gerbiain.  I  thought  that  25  percent  of  100  is  less  than  19 
percent  of  1,000. 

Mr.  Carron.  I  am  not  sure  I  follow  you. 

Mr.  St  Germain.  If  you  have  1,000  mortgages  being  made  and 
you  make  19  percent  of  them,  that  is  even  more  than  25  percent  of 
100  mortgages,  isn't  it? 

Mr.  Carron.  That  is  certainly  true. 

Mr.  St  Germain.  So  what  I  am  saying  is  that  the  amount,  the 
number  of  mortgages  that  were  made  in  this  period  where  you  cite 
the  25  percent  and  the  minus  9,  sir,  the  number  of  mortgages 
plummeted. 

So  you  know  charts,  graphs,  you  can  play  all  kinds  of  games  with 
them.  It  depends  what  conclusion  you  want  to  come  to.  You  have  to 
look  at  what  stands  behind  it. 

Now  let's  get  back  to  my  original  question.  On  what  do  you  base 
your  statement  that  thrifts  would  remain  and  continue  to  make  50 
percent  or  more  or  invest  50  percent  or  more  of  their  new  deposits 
in  mortgage  lending? 

Mr.  Carron.  Because  that  is  where  they  will  make  the  greatest 
profits.  Even  during 

Mr.  St  Germain.  You  feel  that  they  make  a  greater  profit  in 
mortgage  lending,  or  will  make  one,  than  they  may  be  able  to 
make  in  commercial  lending? 

Mr.  Carron.  Absolutely.  If  you  were  to  say  that  they  should 

Mr.  St  Germain.  Let  me  ask  Mr.  Kennedy. 

Mr.  Kennedy,  do  you  make  a  larger  profit  in  mortgage  lending 
than  commercial? 

Mr.  Kennedy.  I  have  never  looked  at  it  exactly  like  that,  sir.  Let 
me  qualify  my  statement  to  this  extent.  About  30  percent  of  my 
loan  portfolio  is  in  long-term  real  estate.  I  wish  it  wasn't,  but  it  is. 

Mr.  St  Germain.  But  you  are  an  unusual  institute.  How  large  a 
community  are  you  from? 

Mr.  Kennedy.  Sixty  thousand,  a  bank  of  $160  million.  I  am  a 
community  bank. 

Mr.  St  Germain.  As  I  stated  earlier,  I  fully  appreciate  and 
admire  the  fact  that  banks  such  as  yours  over  the  years,  not  only 
in  the  commercial  lending  but  you  have  the  farm  community  that 
you  are  servicing.  You  are  an  unusual  species. 

Seriously,  I  have  a  lot  of  admiration  for  you. 

Mr.  Kennedy.  I  don't  feel  that  way  about  it.  I  am  very  much  like 
the  major  portion  of  the  banks  of  the  United  States. 

Mr.  St  Germain.  Of  the  small  banks  in  the  small  communities. 

Mr.  Kennedy.  I  want  to  get  back  to  something  else.  I  may  get 
myself  in  trouble  doing  this,  but  I  wanted  to  touch  on  it  for  just  a 
second. 

You  made  the  statement,  I  believe,  that  commercial  banks  didn't 
make  mortgage  loans  over  the  years,  going  back  to  the  thirties,  be- 
cause commercial  loans  were  more  profitable. 

That  may  be  true  to  some  extent,  but  the  primary  thing  we  need 
to  remember  is  that  the  commercial  banks  that  lived  through  the 
Depression  and  were  formed  out  of  it  were  operated  by  bankers 
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who  learned  the  hard  way  that  long-term  loans  were  not  a  good 
thing  to  have  on  your  boolcs. 

If  I  had  learned  that  lesson  at  that  particular  point  in  time»  I 
might  not  have  done  what  I  did.  That  was  the  basic  reason  that 

?'0u  couldn't  get  real  estate  lending.  It  was  a  good  credit  judgment, 
t  wasn't  really  a  good  social  judgment. 

Mr.  St  Germain.  I  think  we  are  saying  the  same  thing. 

Mr.  Kennedy.  I  wouldn't  be  surprised.  I  would  be  happy  to  agree 
with  you,  sir. 

Mr.  St  Germain.  Mr.  Kennedy,  you  said  to  Chairman  Gonzalez 
that  the  basic  problem  is  to  resolve  the  deficit  and  therefore  high 
interest  rates. 

Let  me  ask  you  this:  I  know  you  are  much  younger  than  I,  but 
you  were  in  the  service  at  some  point.  Did  you  serve  in  the  Navy  or 
Air  Force? 

Mr.  Kennedy.  The  Marine  Corps. 

Mr.  St  Germain.  Did  you  go  on  some  ships  at  some  point  in  time» 
take  a  little  trip  overseas? 

Mr.  Kennedy.  Sure  did. 

Mr.  St  Germain.  Were  there  lifeboats  and  lifejackets  on  those 
ships? 

Mr.  Kennedy.  Absolutely.  Fortunately  I  didn't  have  to  use  one. 

Mr.  St  Germain.  Exactly.  You  didn  t  have  to  use  them.  You 
didn't  encounter  enemy  action,  nor  were  you  struck  by  a  hurricane 
or  a  severe  storm  that  might  batter  the  snip  to  the  extent  that  you 
have  to  abandon  ship. 

Well,  now,  would  you  say  that  the  basic  problem  is  resolving  the 
deficit  and  high  interest  rates;  that  is,  the  ship  that  is  going  on 
calm  waters  with  no  enemy  action? 

It  is  like  the  condominium  or  the  big  hotel  that  you  build  now, 
where  you  spend  a  great  amount  of  money  with  fire  alarms,  smoke 
alarms,  and  fire  prevention  and  for  the  sprinkler  systems  and  the 
prevention  of  fire  and  you  hope  to  God  you  will  never  have  to  use 
any  of  those,  but  you  do  make  an  expenditure  for  those,  as  you  do 
for  the  lifeboats  and  the  lifejackets  on  the  ship  and  for  the  saving 
ships  on  a  plane. 

We  are  not  in  calm  waters  right  now.  The  thrift  industry  is  in 
one  whale  of  a  storm.  The  reason  I  introduced  this  legislation  is 
that  until  such  time  as  the  waters  subside  or  that  we  know  that 
there  is  not  going  to  be  a  fire  or  an  enemy  attack,  I  think  it  is  good 
to  have  those  safety  precautions. 

We  need  those  lifeboats  right  now  for  the  thrifts.  They  could  be 
saved. 

Incidentally,  when  I  read  your  testimony,  although  it  seems  ad- 
verse, nonetheless  it  is  not  as  adverse  as  it  might  have  been  be- 
cause I  think  that  in  the  bottom  of  your  heart  you  and  those  who 
work  with  you  on  this  realize  that  these  thrifts  do  need  assistance. 

The  only  thing  that  disappoints  me  is  the  fact  that  you  didn't 
recognize  that  which  I  have  been  saying  for  a  month  now;  that  is, 
that  we  have  pulled  oft*  the  $7.5  billion  that  would  affect  the  defi- 
cit, and  instead  what  we  are  saying  is  that  we  will  use  net  worth 
guarantee  certificates  with  an  appropriation  but  not  an  outlay. 

My  concern  is  taking  care  of  the  deficit  and  my  recognition  of 
the  fact  that  we  are  all  concerned  about  that. 
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Now,  if  we  in  our  hearts  believe  that  Reaganomics  is  going  to 
work  and  that  interest  rates  are  going  to  go  down,  because  Mr. 
Reagan  and  the  Secretary  of  the  Treasury  yesterday  told  me  he  an- 
ticipates a  drop  of  3  or  4  points,  that  will  serve  to  alleviate  the  situ- 
ation. 

Now,  how  can  the  administration  and  those  who  support  Reagan- 
omics say  well,  this  would  be  a  costly  program  when,  indeed,  we  all 
are  looking  forward  to  the  fact  that  interest  rates  are  going  to 
come  down.  If  the  interest  rates  come  down,  the  problems  that 
these  institutions  that  would  receive  the  net  worth  guarantee  certi- 
ficates, the  problem  they  are  facing  will  be  alleviated,  just  as  you 
said. 

The  basic  problem  is  the  result  of  the  deficit,  bringing  the  inter- 
est rates  down.  You  never  have  to  cash  one  of  those  in. 

Now  you  had  other  suggestions  in  here  that  certainly  we  under- 
stand and  will  take  cognizance  of  on  certain  factors.  I  think  one 
was  that  we  allow  an  institution  to  have  the  guarantee  for  the  cer- 
tificate for  2  years,  but  that  the  program  itself,  you  feel,  should 
have  a  sunset. 

Did  I  read  that  correctly? 

Mr.  Kennedy.  Yes. 

Mr.  St  Germain.  The  reason  for  these  hearings  is  to,  again, 
garner  as  much  constructive  criticism  as  is  possible.  You  sat 
through  our  first  panel  and  heard  what  we  said.  We  are  looking  for 
assistance.  We  want  to  improve  it. 

In  reality,  Mr.  Kennedy,  don't  you  think  there  are  thrifts  out 
there  that  need  assistance  and  if  they  were  given  this  kind  of  as- 
sistance could  weather  that  storm  through  the  time  it  takes  us  to 
get  lower  interest  rates? 

Mr.  Kennedy.  First,  let  me  say  anybody  who  says  the  Congress 
of  the  United  States  doesn't  work  hard  is  going  to  have  to  speak  to 
me  after  I  have  been  up  here.  I  have  got  to  go  catch  a  plane  in  just 
1  minute,  but  I  appreciate  your  deep  interest  in  the  problem.  We 
share  it,  and  we  have  a  great  deal  of  sympathy  for  the  present 
situation. 

I  continue  to  believe  that  the  way  out  of  it  is  control  of  the  defi- 
cit situation.  I  want  to  make  it  clear,  we  are  not  against  some  form 
of  capital  assistance  provided  you  put  it  on  a  basis  where  you  could 
clearly  assess  its  cost,  which  is  in  terms  of  our  priorities,  that  you 
give  some  discretion — and  you  all  discussed  that  earlier — with  rela- 
tion to  who  is  a  bad  manager  and  ought  to  go  because  they  are  bad 
managers.  This  is  a  difficult  area,  but  it  needs  to  be  addressed. 

Mr.  St  Germain.  When  we  had  the  regulators  here,  Mr.  Kenne- 
dy, we  asked  them  to  give  us  what  they  would  like  to  see  in  statu- 
tory language.  They  didn't  want  entire  discretion.  They  wanted 
some  guidelines.  We  want  to  give  them  that.  If  you  and  your  orga- 
nization could  provide  some  thoughts,  we  would  appreciate  it. 

What  I  guess  I  am  saying  is  that  I  would  like  to  see  us  work  to- 
gether on  something  like  this.  I  know  a  lot  of  members  of  your  or- 
ganization. Some  of  the  larger  commercials  and  holding  companies 
in  the  Massachusetts  area,  Rhode  Island  area,  have  expressed  to 
me,  chief  executive  officers  have  expressed  to  me  that  yes,  indeed, 
we  should  do  something. 


Digitized  by  CjOOQIC 


2492 


I  feel  you  are  probably  concerned  as  well.  I  would  like  to  see  us 
work  together  on  this. 

Mr.  Kennedy.  We  will  be  happy  to  work  with  you.  We  appreciate 
being  invited  to. 

I  have  one  other  thought  I  would  like  to  leave  with  you.  It  gets 
back  to  one  point  over  the  average  rate,  because  that  will  create 
some  problems  down  the  road  if  we  don't  address  that  issue. 

Mr.  St  Germain.  We  are  recognizing  that  because  I  don't  think 
we  have  had  a  witness  who  hasn't  pointed  out  the  difficulty  there. 
Again,  there  will  have  to  be  a  revision,  but  it  was  a  first  attempt. 

Incidentally,  it  took  a  long  time  to  construct  initially,  but  at  least 
now  we  are  getting  a  lot  of  input  and  a  lot  of  participation.  I 
couldn't  agree  with  you  more,  obviously,  that  is  an  area  that 
should  be  taken  care  of. 

You  do  have  a  plane  to  catch.  I  have  a  few  more  questions  of  Mr. 
Carron.  If  there  are  no  other  questions  of  Mr.  Kennedy? 

Mr.  Wyue.  I  just  wanted  to  comment,  Mr.  Chairman,  that  I  have 
talked  to  Mr.  Kennedy  about  this,  and  he  feels  thrift  institutions 
do  need  some  help  and  is  willing  to  try  to  be  of  assistance  on  the 
problem. 

On  page  5,  Mr.  Kennedy,  you  state  that  since  the  greatest  compe- 
tition faced  by  depository  institutions  is  from  money  market  funds, 
depository  institutions  must  have  some  way  of  gaining  back  the 
funds  drawn  away  by  this  competitor.  Then  you  state  your  propcxsal 
to  lower  the  $25,000  minimum  not  subject  to  rate  ceilings? 

Would  you  object  to  permitting  thrift  institutions  to  compete  for 
the  same  business? 

Mr.  Kennedy.  No,  sir,  we  would  expect  thrift  institutions  would 
be  competitive  with  us  in  that  respect. 

Mr.  Wylie.  Thank  you  very  much,  Mr.  Chairman.  I  have  another 
question  for  Mr.  Carron,  but  I  will  pursue  it  later. 

Chairman  GtONzalez.  We  will  release  Mr.  Kennedy.  Just  one 
question.  Maybe  you  can  comment  on  it  for  the  record;  that  is,  it  is 
not  directly  connected  with  this. 

What  is  your  opinion  of  this  bank  franchising  movement? 

Mr.  Kennedy.  Oh,  out  in  the  West? 

Chairman  Gonzalez.  Out  in  the  wild  West. 

Mr.  Kennedy.  That  is  where  things  like  that  usually  start.  It  is 
an  interesting  development.  I  was  in  Phoenix  at  one  of  our  meet- 
ings this  week.  There  was  quite  a  bit  of  controversy  about  it. 

As  long  as  they  stay  within  the  framework  of  the  law  and  regula- 
tion, I  don't  see  anjrthing  wrong  with  it  at  all  because  what  they 
are  proposing  to  do  is  to  is  to  provide  the  services  to  banks.  If  I 
want  to  go  out  there  and  form  a  bank,  they  will  franchise  me  to  do 
business. 

I  think  it  is  like  what  McDonald's  and  a  lot  of  other  people  are 
doing  as  far  as  I  am  concerned. 

Chairman  Gonzalez.  If  you  got  serious,  why  not  get  McDonedd's? 

Mr.  Kennedy.  Might  be  too  much  competition,  Mr.  Congressman. 
I  am  not  sure. 

Chairman  Gonzalez.  That  is  all. 

Mr.  St  Germain.  Thank  you,  Mr.  Kennedy. 

Mr.  Kennedy.  It  was  nice  to  be  with  you.  Thank  you  so  much. 

Mr.  St  Germain.  You  have  been  in  good  company  this  afternoon. 
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Mr.  Kennedy.  I  certainly  have.  I  have  been  here  a  long  time,  too. 

Chairman  Gonzalez.  We  want  to  thank  you  for  your  patience. 

Mr.  Carron,  we  are  very  grateful  for  your  patience. 

We  will  recognize  Chairman  St  Germain. 

Mr.  St  Germain.  Mr.  Chairman,  on  page  22  you  state  that  ar- 
rangements should  be  made  to  bolster  the  agencies  resources.  Addi- 
tional standby  borrowing  authority  at  the  Treasury  may  be  suffi- 
cient, but  putting  the  full  faith  and  credit  of  the  Federal  Govern- 
ment behind  the  obligation  of  the  insuring  agencies  is  preferable. 
Thus,  the  restructured  financial  sector  could  proceed  with  minimal 
disruption  to  the  markets,  with  adequate  protection  at  the  least 
cost. 

The  FSLIC  and  FDIC  were  created  for  one  basic  purpose:  To  pro- 
tect deposits  up  to  $100,000  now,  originally  $5,000  and  then  up  to 
$10,000.  Since  I  have  been  here  it  has  gone  up  and  up  and  up. 

But  as  I  say,  that  is  their  function.  Their  function  is  not  to  pro- 
tect the  jumbo  CD  holder,  the  sophisticated  investor  who  deter- 
mines that  he  or  she  are  going  to  have  an  amount  in  excess  of 
$100,000. 

Let's  face  it.  In  many  of  the  mergers  the  reason  the  merger  has 
been  affectuated  rather  than  just  shutting  them  down  and  liquidat- 
ing has  been  to  hopefully  minimize  the  cost  of  the  fund.  Paren- 
thetically, I  wonder  sometimes  about  minimizing  of  cost,  when  I 
look  at  the  legal  fees. 

Sometime  if  you  would  like  to  make  a  nice  study,  enjoyable 
study,  take  a  look  at  the  fees  that  are  paid  to  attorneys,  appraisers 
and  what  have  you  in  a  case  like  USNB  of  San  Diego.  It  is  an  on- 
going thing. 

But  I  think  they  are  getting  more  out  of  what  is  being  recouped 
than  those  people  left  hanging,  hoping  that  there  might  be  a  little 
something  left  over  for  them,  the  stockholders  and  creditors.  The 
basic  purpose,  as  I  repeat,  is  not  to  affectuate  mergers  but  to  pro- 
tect depcNsits. 

Now,  if  you  give  them  carte  blanche,  like  you  suggest  here, 
which  is  far  beyond  $7.5  billion,  where  does  it  stop?  You  talk  about 
a  costly  proposition.  What  did  Muriel  Siebert  tell  us  today?  On  one 
of  the  mergers  had  there  been  a  liquidation  it  would  have  been  $1 
billion.  They  were  able  to  bring  it  down  to  $500  million  for  the 
merger. 

It  doesn't  take  many  of  those  $1  billion  deals  and  the  existing 
fund  is  gone.  Then  it  becomes  very  costly.  So,  I  don't  think  I  can 
agree  with  you  on  full  faith  and  credit  to  these  agencies,  not  for 
the  coverage  of  deposits,  but  to  perform  their  functions,  or  perform 
the  functions  they  have  come  to  enjoy  performing — merging. 

Mr.  Carman.  I  hope  that  it  is  clear  that  what  I  am  suggesting 
here  is  not  full  insurance  of  accounts.  The  insurance  of  accounts 
and  protection  of  accounts  would  still  be  limited  to  the  $100,000. 
But  should  it  ever  become  necessary  in  order  to  protect  those  ac- 
counts to  go  beyond  the  resources  that  the  agency  has  today,  then 
there  would  be  a  claim. 

Mr.  St  Germain.  How  are  you  talking  about  protecting  the  ac- 
counts, sir? 

Mr.  Carman.  That  goes  to  the  second  point,  which  I  think  is  a 
substantive  issue  because  clearly  the  FSLIC  was  not  created  to  pre- 
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side  over  a  restructuring  of  the  industry.  It  was  designed  to  handle 
the  random  ill-managed  institution  that  got  itself  into  trouble,  and 
to  provide  a  supervisory  role. 

Mr.  St  Germain.  Wait  1  minute.  I  have  to  take  issue  with  you 
there.  It  is  supposed  to  see  to  it  that  that  institution  isn't  ill-man- 
aged and  gets  itself  into  trouble.  That  is  why  they  have  the  exami- 
nations on  a  regular  basis. 

Mr.  Carman.  That  is  right.  Now  we  have  underway  what  I  would 
call  a  secular  shift  rather  than  a  cyclical  shift.  It  is  not  the  sort  of 
thing  where  eventually  you  return  to  where  you  started  from. 

We  are  living  in  a  new  world  now,  and  because  of  the  way  the 
laws  pertaining  to  the  FSLIC  and  the  FDIC  were  drafted,  those  or- 
ganizations were  really  in  the  front  lines  of  this,  though  not  by 
design. 

However,  there  is  no  other  agency  out  there.  I  suppose  it  would 
have  been  preferable  had  we  all  foreseen  that  this  possibility  might 
arise  and  constructed  an  appropriate  mechanism  and  made  all 
these  decisions  in  advance  about  what  the  policy  should  be.  I  am 
not  sure  there  is  time  today  to  do  that. 

With  the  regulator's  bill  you  have  gone  some  distance  in  doing 
that,  in  providing  guidelines  and  framework  for  doing  that.  That  is 
one  way  to  go,  but  again,  that  still  leaves  the  burden  on  the  FSLIC. 

So,  I  am  not  sure  that  you  completely  resolved  that  particular 
issue.  Frankly,  I  don't  think  the  FSLiC  is  perfect,  but  at  the 
moment  I  think  it  is  the  best  we  have  got. 

Mr.  St  Germain.  That  is  what  Churchill  said,  right?  Democracy 
is  terrible  but  until  a  better  form  of  government  comes  along,  it  is 
the  best  we  have.  Right  now  all  we  have  is  the  FSLIC  and  FDIC. 
Without  them,  the  fires  would  rage. 

Mr.  Carman.  I  agree.  Now  there  are  some  who  oppose  the  exten- 
sion of  full  faith  and  credit. 

Mr.  St  Germain.  For  what  purpose,  sir? 

Mr.  Carman.  For  the  purpose  of  protecting  depositors  on  the 
grounds  that  you  indicated  a  moment  ago;  namely,  that  if  they  had 
seemingly  infinite  resources,  they  would  then  be  less  diligent  in 
seeking  the  least  cost  alternative  in  dealing  with  problem  institu- 
tions. 

Mr.  St  Germain.  That  is  not  the  problem.  That  is  not  the  prob- 
lem. The  problem  is  that  their  function  is  to  protect  depositors  up 
to  $100,000,  not  those  that  I  mentioned  before,  that  are  way  beyond 
that.  But  that  is  what  they  would  be  doing  in  most  instances. 

Mr.  Carman.  That  is  right. 

Mr.  St  Germain.  How  many  liquidations  have  there  been? 

Mr.  Carman.  Only  one. 

Mr.  St  Germain.  Economy.  Then  let's  look  at  FDIC.  The  Texas 
case  goes  back.  Back  in  1971  or  1972  we  had  the  Texas  case,  what 
was  the  Texas  liquidation.  Was  it  Sharpstown?  Did  you  look  at 
Sharpstown? 

Mr.  Carman.  That  was  a  bank. 

Mr.  St  Germain.  Absolutely.  What  I  am  saying  is  FDIC  allowed 
Sharpstown  to  close  but  they  do  not  liquidate  banks  of  any  size. 

Mr.  Carman.  They  liquidate 

Mr.  St  Germain.  Yes,  more  than  FSLIC,  but  still  few  and  far  be- 
1     3en.  Do  you  know  what  the  real  reason  is?  The  minute  they 
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allow  too  many  liquidations,  then  they  know  full  well  that  jumbos 
are  going  to  come  out  of  some  institutions. 

But  to  date  investors  have  left  those  funds  beyond  the  $100,000 
in  institutions  feeling,  well,  we  won't  realize  losses  because  they 
will  find  a  merger  partner  if  things  get  all  that  bad. 

Mr.  Carman.  That  is  right. 

Mr.  St  Germain.  So  in  a  way  they  are  going  beyond  their  origi- 
nal commission. 

Mr.  Carman.  Let  me  suggest  to  you  one  alternative  way  of  view- 
ing this  issue.  I  am  not  sure  which  is  the  correct  one,  but  it  is  one 
point  of  view  that  I  have  heard;  that  is,  that  there  is  a  bargaining 
situation  when  you  hav  a  problem  institution  between  the  unin- 
sured depositors  and  creditors  on  the  one  hand  and  the  insurance 
agency  on  the  other  hand. 

The  question  is,  will  these  uninsured  depositors  and  creditors  be 
protected  or  not,  knowing  full  well  that  they  do  not  have  the  insur- 
ance protection  in  the  law?  If  the  agency  has  unlimited  equity  so 
that  it  could  liquidate  that  institution  and  pay  off  only  the  insured 
depositors,  that  puts  the  agency  in  a  much  stronger  bargaining  po- 
sition with  respect  to  the  uninsured  creditors  than  if  those  unin- 
sured creditors  know  that  liquidation  is  not  a  viable  option  because 
of  the  financial  constraints  on  the  insurance  agency. 

They  drive  a  very  hard  bargain  to  make  sure  they  are  protected 
in  the  merger  because  they  know  that  merger  is  the  only  way  out. 
So,  if  you  put  this  larger  resource  behind  the  FSLIC,  that  puts 
FSLIC  in  a  stronger  bargaining  position.  It  can  carry  through  with 
a  liquidation  if  it  feels  that  the  price  being  asked  by  the  uninsured 
creditors  is  too  high. 

Now,  as  I  say,  I  don't  know.  I  am  not  privy  to  these  discussions. 
But  that  is  one  story. 

Mr.  St  Germain.  School  of  thought,  theory? 

Mr.  Carman.  Yes. 

Mr.  St  Germain.  Tell  you  what.  I  am  very  grateful  to  you  for 
your  patience  today,  and  Mr.  Kennedy's  and  Mr.  Harris.  If  you 
enjoy  doing  it,  a  little  more  information  on  your  50-percent  theory 
would  be  helpful. 

Incidentally,  that  is  a  little  academic  as  far  as  the  legislation  is 
concerned  because  if  they  continue  to  invest  50  percent  in  new 
money  in  home  mortgage  financing,  then  what  problem  is  there 
with  having  that  requirement  in  the  legislation,  except  for  that 
which  has  been  brought  up,  and  that  is  the  spread? 

Mr.  Carman.  Well,  there  is  also  the  fact  that  it  must  go  to  first- 
time  home  buyers  and  in  an  amount  not  to  exceed  the  FHA  limit. 
But  I  have  no  great  problem  with  the  50  percent  without  the  rate 
restrictions  because  historically  they  have  invested  that  amount. 

I  really  don't  have  strong  objection  to  that.  I  think  that  there 
might  be  some  paperwork  burdens  involved.  Since  I  think  they  are 
going  to  do  it  anyway  I  say  well,  let's  not  have  the  paperwork.  I 
don't  have  any  trouble  with  the  50  percent. 

Mr.  St  Germain.  Thank  you  kindly,  Mr.  Carron.  We  appreciate 
it. 

Chairman  Gonzalez.  Mr.  Wylie? 
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Mr.  Wyue.  Thank  you,  Mr.  Chairman.  I  just  have  one  question. 
Chairman  St  Germain  tripped  around  this  question.  I  want  to  get  a 
little  more  specific,  if  I  may. 

Some  witnesses  have  told  this  subcommittee  that  the  main  prob- 
lem is  how  to  avoid  failures  that  would  upset  the  existing  system. 
Several  have  referred  to  a  recent  econometric  forecasting  system 
study  that  purports  to  demonstrate  that  mergers  are  far  and  away 
the  most  expensive  way  to  deal  with  problem  thrifts  short  of  liqui- 
dation. 

What  is  your  evaluation  of  that  study? 

Mr.  Carron.  I  have  not  had  the  opportunity  to  anal3rze  the 
Wharton  study  in  detail.  To  a  certcdn  extent  their  assumptions  are 
built  into  their  calculations  and  are  not  visible  for  analysis. 

Mr.  Wyue.  Do  you  have  an  opinion  as  to  the  relative  cost  of 
mergers  versus  other  solutions? 

Mr.  Carron.  I  think  that  mergers  should  be  undertaken  when 
they  are  less  costly  than  the  alternatives.  For  a  very  large  number 
of  the  associations  that  we  talked  about,  the  mergers  are  going  to 
take  place  on  a  voluntary  basis  with  no  financial  assistance. 

The  Wharton  study  assumes  that  all  of  these  mergers  would  re- 
quire Hnancial  assistance.  Stepping  back  for  a  minute  and  looking 
at  the  array  of  policies  which  they  review  with  costs  ranging  from 
zero  to  $120  billion  or  more,  I  would  say  that  you  don't  get  some- 
thing for  nothing. 

There  is  a  minimum  cost  involved  here  that  is  related  to  the 
losses  that  have  been  incurred  in  the  past  because  of  this  portfolio 
mishap.  That  cost  must  be  paid  for. 

I  have  estimated  that  cost  at  somewhere  under  $10  billion  for  the 
thrift  industry  as  a  whole.  Most  of  that  assistance  would  be  pro- 
vided in  the  form  of  merger,  but  in  those  cases  where  an  ongoing 
assistance  program  is  less  costly,  I  would  argue  in  favor  of  that. 

You  could  restore  the  book  value  net  worth  of  the  entire  indus- 
try, not  merely  that  segment  which  is  in  trouble,  for  $80  billion.  So, 
I  think  that  that  number  as  an  expression  of  the  costs  of  a  particu- 
lar program  is  entirely  unrealistic. 

Mr.  Wyue.  May  I  say  I  am  very  impressed  with  your  knowledge 
and  the  way  you  express  yourself?  If  you  want  to  take  a  close  look 
at  the  Wharton  study  and  give  us  your  opinion,  I  certainly  would 
be  glad  to  have  you  supply  that  for  the  record. 

Thank  you  very  much,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you.  I  certainly  join  my  colleague  in 
that  statement.  We  are  very  much  impressed,  very  grateful  to  you 
for  your  time  and  your  generous  contribution.  I  hope  we  will  have 
a  continuing  communication. 

Mr.  Carron.  Thank  you. 

Chairman  Gonzausz.  Also,  I  would  like  the  record  to  show  that 
Mr.  Phil  Corwin,  counsel  for  the  Independent  Bankers  Association, 
has  been  dutifully  and  patiently  here  in  the  wings  ready  to  answer 
questions  we  might  have  had.  I  had  one,  but  I  am  going  to  submit 
it  for  the  record. 

[The  following  additional  written  questions  were  submitted  by 
minority  members  to  the  witnesses  and  appear  with  the  responses 
of  the  witnesses:] 
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U.S.  HOUSE  OF  REPRESENTATIVES 

COMMITTEE  ON  BANKING.  RNANCE  AND  URBAN  AFFAIRS 

NlNKTV-SCVCMTM  COtHOIWE— 

tl2f  Raysuum  Houk  Orricc  Buhaino 
WASHINGTON.  D.C.    2051S 

April  6.  1982 


Mr.  Andrew  S.  Carron 
c/o  The  Brookings  Institution 
1775  Massachusetts  Avenue 
Washington.  0.  C.  20036 

Dear  Mr.  Carron: 

Your  recent  testimony  on  H.R.  5568,  the  Home  Mortgage  Capital 
Stability  Act,  before  the  Subconnlttee  on  Housing  and  Community 
Development  has  been  received  with  great  Interest  and  studied  closely 
by  Minority  Members  and  Committee  staff. 

Unfortunately,  the  limited  amount  of  time  available  at  the 
hearings  did  not  permit  as  full  a  discussion  of  the  Issues  as  we 
would  have  liked.  However,  the  Minority  staff  has  developed  a  series 
of  questions  designed  to  give  the  witnesses  a  fuller  opportunity  to 
present  their  views  for  the  record. 

It  would  be  yfery   helpful,  therefore,  if  you  would  respond  to 

the  attached  list  of  questions.  In  order  to  ensure  that  your  answers 

will  be  Included  in  the  hearing  record,  they  should  be  received  no 
later  than  April  16. 

Thank  you  for  your  cooperation. 

Sincerely, 


J.  William  Stanton 
JWS:bfd 
Attachment 
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Response  of 

Andrew  S.  Car r on 

to  questions  submitted  by  the 

Subcommittee  on  Housing  and  Community  Development 

Committee  on  Banking,  Finance  and  Urban  Affairs 

U.S.  House  of  Representatives 

April  16,  1982 


1.  On  page  5  you  state,  "The  damage  from 
regular ion  and   high  interest  rates  has  already  been 
done    Thea  on  page  9  you  state,  "Once  the 
principal  source  of  housing  funds,  the  thrifts  now 
trail  commercial  banks." 

Do  these  statements  suggest  that  it  may  be  at 
the  same  time  too  late  and  not  necessary  to  save 
the  thrift  industry  in  the  name  of  housing  finance? 

The  thrift  Industry  served  an  important  role  in  developing  our 
modern  housing  finance  system,  providing  long-term  mortgages  when  no 
other  institutions  would  do  so.  But  now  the  system  has  matured.  Many 
lenders  are  providing  funds  for  housing  without  the  regulatory 
requirements  or  tax  incentives  that  led  the  thrifts  to  invest  in 
mortgages.  There  is  no  longer  a  compelling  need  for  specialized 
housing  lenders.  Moreover,  with  changing  economic  conditions  and 
innovations  in  the  financial  marketplace,  such  specialization  is  not  a 
viable  option.  As  1  stated  on  page  20  of  my  prepared  testimony,  "It  is 
important  to  distinguish  housing  policy  from  the  related,  but  narrower. 
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cask  of  rescuing  the  thrift  industry."  That  task,  as  I  see  it,  is  to 
protect  depositors,  maintain  public  confidence,  and  restore  the 
viability  of  the  financial  system. 


2.  On  page  12  you  state,  "The  major  issue  is 
how  to  manage  the  transition.  Left  alone,  most 
problem  thrift  institutions  would  arrange  voluntary 
mergers;  ....  At  the  discretion  of  the 
regulators,  action  could  be  taken  sooner  to  arrange 
mergers  or  liquidations  and  this  could  be  less 
costly.  •  •    All  of  the]  plans  share  the  common 
ingredient  necessary  for  success:   they  include  a 
subsidy  to  offset  the  losses  Incurred  by  falling 
institutions  on   their  old  lot^rate  mortgages 

Some  wltnesBca  have  told  the  Subcommittee  that 
the  main  problem  was  bow  to  avoid  mergers  that 
would  upaet  the  existing  syatem  and  some  of  them 
point  to  a  recent  Wharton  Ecoriometric  Forecasting 
Associates  study  which  purports  to  demonstrate  that 
vergers  are  "far  and  away  the  most  expensive  way  to 
deal  with  problen  thrifts,  short  of 
liquidation.  ..." 

What  is  your  evaluation  of  the  Wharton  study 
and,  specifically,  of  the  relative  cost  of  mergers 
versus  other  solutions? 

What  is  your  evaluation  of  the  practicality  of 
maintaining  the  present  system  without  extensive 
mergers? 

The  Wharton  study,  prepared  for  the  National  Association  of  Mutual 
Savings  Banks,  stated  that  assisted  mergers  were  a  more  costly  means  of 
resolving  the  short-run  thrift  problem  than  other  measures  that 
preserve  existing  firms  intact.   In  particular,  the  study  found  that 
mortgage  warehousing  appeared  to  be  the  least  costly  method.  But  the 
Wharton  analysis  was  based  on  unrealistic  perceptions  of  how  such 
assistance  programs  work. 
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Although  most  troubled  thrift  institutions  can  resolve  their 
difficulties  without  government  intervention,  the  authors  of  the 
Wharton  study  assumed  that  all  would  receive  Federal  assistance 
equivalent  to  the  amounts  that  have  actually  been  paid  in  only  the  most 
extreme  cases  of  financial  distress.  Moreover,  any  tax  savings  or 
efficiency  gains  from  merger  are  not  counted.  This  process  leads,  in 
the  Wharton  scenario,  to  769  thrift  mergers  costing  the  government  $84 
billion  over  the  next  three  years. 

But  that  is  not  how  the  program  works  in  practice.   Last  year,  337 
federally-insured  thrifts  were  merged  out  of  existence.  Of  these, 
roughly  half  were  troubled  institutions,  yet  only  30  required  any 
Federal  assistance,  and  the  total  net  cost  was  under  $2  billion.  Even 
with  the  spate  of  supervisory  mergers  so  far  this  year,  most  thrift 
acquisitions  have  not  involved  any  Federal  funding. 

These  amounts  are  consistent  with  my  own  research,  published 
recently  in  The  Plight  of  the  Thrift  Inatltutlons.   I  found  that  an 
assistance  policy  relying  primarily  on  mergers  would  have  a  total  net 
cost  of  under  $9  billion.  Since  this  amount,  paid  out  at  the  rate  of 
$1  billion  to  $2  billion  per  year,  would  be  sufficient  to  protect 
insured  deposits  and  maintain  the  viability  of  the  financial  system, 
larger  subsidies  cannot  be  Justified.  As  I  stated  in  my  book  (page 
32),  "Avoiding  a  consolidation  of  the  industry,  preserving  intact  all 
of  the  troubled  firms,  would  entail  costs  greater  than  [those]  needed 
for  assisted  mergers.  To  restore  the  firms'  net  worth  would  require 
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capital  Infuslona  or  operating  subsidies  totaling  [up]  to  $11.5 
billion,  depending  on  the  path  of  Interest  rates." 

Federal  warehousing  of  lov-yleld  mortgages,  cited  by  the  authors 
of  the  Wharton  study  as  the  least  costly  alternative,  would  cost  $40 
billion  over  three  years  as  envisioned  In  the  Wharton  paper.  This  Is 
substantially  nore  than  the  $7.5  billion  annual  cost  estimated  by  the 
thrift  trade  associations  when  they  proposed  the  mortgage  warehousing 
program  In  March  of  this  year. 

it  Is  certainly  true  that  merger  Is  not  the  remedy  for  every 
troubled  thrift.   Indeed,  the  regulatory  agencies  are  required  by  law 
to  consider  all  of  the  alternatives.  Including  "open  bank"  assistance 
and  liquidation.  In  selecting  the  means  of  resolving  each  case.  These 
agencies  also  recognize  that  an  Institution  whose  balance  sheet  looks 
dismal  by  standard  accounting  criteria  may  have  good  prospects  for 
long-run  viability,  and  these  firms  can  and  should  be  nurtured  back  to 
health.  But  the  facts  of  the  current  crisis  show  that  the  government's 
assisted  merger  policy  has  been  and  will  continue  to  be  the  most 
cost-effective  and  least  disruptive  means  of  rescuing  the  majority  of 
problem  thrift  Institutions. 


3.   On  page  15,  you  state  that  "Where 
[earnings  stabilization]  assistance  would  be  less 
costly  than  merger  or  liquidation,  both  In  terms  of 
direct  outlays  and  social  costs.  It  Is  highly 
advisable." 

In  what  percentage  of  Instances  would  you 
estimate  that  earnings  stabilization  assistance 
would  In  fact  prove  to  be  the  least  expensive 
alternative? 
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As  I  stated  in  response  to  the  previous  question,  most  problem 
cases  are  resolved  through  mergers  not  Involving  government  financial 
assistance.  The  assisted  merger  cases  represent  perhaps  20  to  25 
percent  of  the  troubled  institutions.  On  that  basis,  earnings 
stabilization  assistance  alone — not  as  part  of  an  eventual  assisted 
merger— would  be  the  least  costly  means  for  resolving  less  than  10 
percent  of  the  problem  cases.   1  base  this  estimate  on  an  analysis  of 
the  financial  performance  of  the  problem  thrift  institutions.  Such 
earnings  assistance  is  appropriate  for  institutions  that  would 
ultimately  return  to  profitability,  and  thus  be  able  to  repay  the 
assistance,  but  where  accounting  standards  might  compel  a  merger  or 
liquidation  during  a  difficult  transition  period. 


4.  On  page  19  you  list  four  options  that  an 
institution  would  have  to  avQld  making  unprofitable 
Bt^rtgagea  under  the  formula  provided  In  H.R.  5568. 
Would  there  not  be  a.   fifth  option,  simply  to  avoid 
caking  net  new  depoalts  an  <>ption  which  might  not 
be  difficult  to  littpleiaeat  glvetj  the  competitive 
position  of  thrift  institutions  in  many  markets? 


Refusing  new  deposits  would  be  an  option,  but  not  an  attractive 
one.   Thrifts  would  be  reluctant  to  inconvenience  their  existing 
customers  by  declining  to  meet  their  requirements. 


5.  On  page  21  you  state  that,  ''appropriately 
modified,**  and  "properly  executed,**  "the  bill,  by 
its  focus  on  Inscitutlons  with  'reasonable 
prospects  for  long-term  viability,"  correctly  does 
not  seek  to  forestall  the  necessary  process  of 
consolidation.** 
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Ulll  it  not  be  difficult  Co  achieve  the 
necessary  nodlflcatlons  and  to  administer  the  bill 
properly  in  the  face  of  tremendous  pressure  to 
maintain  the  existing  competitive  and  regulatory 
structure? 


I  recognize  that  there  are  many  Interests  Involved  in  the  debates 
over  thrift  legislation,  and  that  opinions  differ  on  the  appropriate 
course  of  action.  However,  it  Is  beyond  the  scope  of  my  expertise  to 
evaluate  the  political  factors  which  may  shape  such  legislation.  With 
regard  to  the  implementation  of  such  legislation,  should  it  become  law, 
I  foresee  great  difficulty  and  the  potential  for  protracted  legal 
proceedings  in  arriving  at  an  operational  definition  of  "reasonable 
prospects  for  long-term  viability.'* 


6.   In  concluding  your  statement,  you  state, 
with  respect  to  the  future  of  the  housing  industry, 
"Economics  has^  little  to  propose,  the  iaaue  being 
one  of  social  policy.  CongreaG  nay  decide  that  the 
equilibrium  supply  of  housing  is  In^dequatie  in  an 
unregulated  market  and  seek  to  shift  the 
diatrlbutloti  of  reaources  back  into  that  sector. 
But  the  depressed  coDdltion  of  the  housing  industry 
today  l9  due  to  interest  rates  and  recession,  and 
la  more  the  cause  than  the  result  of  the  thrift 
Induatry's  problen* 

AflEumlng  that  a  decision  to  reallocate 
resouTcea  In  favor  of  housing  cannot  be  doae  in  a 
vacuuft  vhet  would  be  the  consequences  of  such  a 
declHloD  for  other  sectors  of  the  economy  and  for 
prospects  for  growth  of  the  economy  as  a  whole? 

To  provide  a  framework  for  responding  to  this  question,  it  is 
useful  to  postulate  that  the  pool  of  resources  for  current  consumption 
and  investment  is  determined  by  overall  fiscal  and  monetary  policy. 
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Then  the  issue  is  the  allocation  of  the  given  resources  aaong  competing 
uses,  which  will  determine  future  growth  and  employment.  If  more  funds 
go  to  housing,  then  fewer  resources  will  be  available  elsewhere.  The 
future  supply-side  implications  of  any  allocation  policy  therefore, 
depend  crucially  on  where  these  new  resources  for  housing  are  dratm 
from.  There  are  essentially  three  possibilities:  private  consumption, 
government  spending,  and  business  investment.  Because  much  government 
spending  goes  for  transfer  programs,  it  bears  a  certain  similarity  to 
private  consumption  in  its  effect  on  the  economy.   (Of  course,  some 
forms  of  government  spending,  such  as  educational  programs,  may  be 
considered  "human  capital"  investment.)  If  the  desired  increase  in 
housing  can  be  accomplished  through  a  reduction  in  private  or 
government  spending,  there  need  be  no  adverse  impact  on  business 
investment.  Reduced  budget  deficits,  either  through  lower  spending  or 

higher  taxes,  are  the  principal  means  of  accomplishing  this  type  of 
resource  shift.  Otherwise,  housing  production  might  come  out  of  needed 
business  investment,  with  adverse  implications  for  future  growth  and 
productivity.  Thus,  prudent  public  policy  would  demand  a  reduction  in 
the  projected  budget  deficits  as  the  means  of  making  additional 
resources  available  for  housing.   In  point  of  fact,  lower  deficits 
would  work  through  market  mechanisms  (such  as  interest  rates)  to 
generate  both  housing  and  more  business  investment. 
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■r  •cumain,  *.i,  CMAWM 


U.S.  HOUSE  OF  REPRESENTATIVES 

COMMITTEE  ON  BANKING.  HNANCE  AND  URBAN  AFFAIRS 

NlNCTV^CVCtfTH  CONGKCSS 

l\U  Ravkmn  House  Orricc  auiLDma 
WASHINGTON.  D.C.    20S15 

April  6,  1982 


CMAWXa  C.  •CMUMCM.  N.T. 
•AMMCY  WtUkHK.  MASS. 
■•U.  PATMAN.  TCX. 
WnJUUt—   J.  COTI«    M. 

STVMV  N.  Horm.  moc 


Mr.  Lawrence  E.  Kreider 
Executive  Vice  President  -  Economist 
Conference  of  State  Bank  Supervisors 
1015  -  18th  Street,  N.  W. ,  Suite  606 
Washington,  D.  C.  20036 

Dear  Larry: 

Your  recent  testimony  on  H.R.  5568,  the  Home  Mortgage  Capital 
Stability  Act,  before  the  Subcommittee  on  Housing  and  Community 
Development  has  been  received  with  great  Interest  and  studied  closely 
by  Minority  Members  and  Committee  staff. 

Unfortunately,  the  limited  amount  of  time  available  at  the 
hearings  did  not  permit  as  full  a  discussion  of  the  Issues  as  we 
would  have  liked.  However,  the  Minority  staff  has  developed  a  series 
of  questions  designed  to  give  the  witnesses  a  fuller  opportunity  to 
present  their  views  for  the  record. 

It  would  be  yery   helpful,  therefore.  If  you  would  respond  to 
the  attached  list  of  questions.  In  order  to  ensure  that  your  answers 
will  be  Included  In  the  hearing  record,  they  should  be  received  no 
later  than  April  16. 

Thank  you  for  your  cooperation. 

Sincerely, 


J.  William  Stanton 
JWSrbfd 
Attachment 


9S-25S  0-82-25 


Digitized  by  CjOOQIC 


2506 


BWWI  Or  OWBCipm 
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WILLIAM  C.  HAimit 


OWIOHT  0    BONHAM 
E.  0.   "JACK"  DUNN 


JOHN  E.  MALARKEY 


FflEOENICK  E.    MILLS 


niCHAAO  M.  0OMINOUC2 

CalHomia 

MMift«r-«f-Urg« 

BEN  McENTEEK 


April  20,  1982 


Honorable  William  Stanton 
B  371-A 

Rayburn  House  Office  Building 
Washington,  D.C.   20515 

Dear  Congressman  Stanton: 

Enclosed  are  the  responses  of  John  E.  Nalarkey  to  the  list 
of  questions  developed  by  the  Minority  staff  following  Jack's 
testimony  on  H.R.  5568  on  behalf  of  CSBS. 

We  appreciate  this  opportunity  to  more  fully  present  the 
views  of  CSBS  for  the  record. 

We  at  CSBS  hope  that  you  are  well  following  surgery.   You 
have  our  sincere  best  wishes  for  a  speedy  recovery. 

It  is  always  sad  %^en  a  member  of  Congress  we  have  come  to 
know  and  respect  must  retire  from  public  service,  particularly 
when  it  is  for  reasons  of  health.   CSBS  has  come  to  know  you 
as  an  honest,  fair,  hard-working  and  open-minded  member,  who 
often  brought  insight  into  muddied  waters.  Your  presence  on 
the  Banking  Committee  will  be  sorely  missed. 


EeoMNHiM  your  staff  in  whatever  way  we  can. 

Sincerely, 


Lawrence  E.  Kreider 
Executive  Vice  President 
Economist 


LEK:drj 
Enclosure 
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RESPONSE  OF  MR.  JOHN  E.  MALARKEY 

ON  BEHALF  OF 

THE  CONFERENCE  OF  STATE  BANK  SUPERVISORS 

TO  QUESTIONS  SUBMITTED  BY 

THE  HONORABLE  J.  WILLIAM  STANTON 


RE:    H.R.  5568--THE  HOME  MORTGAGE  CAPITAL 
STABILTIY  ACT 
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Question  l.A.   Would  you  acknowledge  any  possibility  that  under  dereg- 
ulation, the  entry  of  New  Competitors  into  the  industry 
and  the  advent  of  interstate  banking  may  operate  to 
reduce  concentration,  particularly  in  local  areas 
now  dominated  by  one  or  two  institutions? 

Response:      We  at  CSBS  are  firmly  convinced  that  the  public  is 
best  served  by  a  decentralized  financial  institu- 
tions regulatory  system  that  works  and  that  the 
dual  banking  system,  with  its  inherent  checks  and 
balances,  supports  both  the  need  to  provide  com- 
petitive services  and  the  need  to  maintain  the 
jurisdictional  responsibilities  of  state  governments. 

At  the  heart  of  the  dual  banking  system  is  the  long- 
standing and  valuable  American  policy  against  undue 
concentration  of  control  of  financial  resources. 
Congress  traditionally  has  sought  to  allow  local 
authority,  both  ownership  and  regulatory,  over  fi- 
nancial resources,  recognizing  that  concentration 
and  centralization  go  hand  in  hand  and  that  an 
economy  controlled  centrally  by  government  or 
powerful  private  bodies  may  create  rather  than 
resolve  economic  problems.   The  evils  which  at- 
tend concentration  of  ownership  and  regulation — 
burdensome  regulation  and  market  control  by  a 
small  group  of  individuals  or  organizations — 
are  the  enemies  of  productivity  and  freedom. 
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Our  current  banking  systes  is  efficient.   Noreofver, 
it  is  sensitive  to  our  long-range  national  econoaac 
needs  in  %rays  which  no  other  system  can  natch. 
Benefits  which  flov  from  it  include:  diversity 
of  both  size  and  type  of  institution;  diversity  of 
regulation;  coii^>etition;  flexibility;  responsive- 
ness; innovation,  and  community  perspective. 

These  benefits  flow  from  a  system  which  provides 
an  institution  the  freedom  of  conversion  between 
state  2md  federal  chartering,  and  guarantees  com- 
petition between  state  and  federal  institutions  by 
assuring  equality  of  corporate  powers.   The  preven- 
tion of  a  Federal  monopoly  in  regulation  insures 
against  unduly  burdensome  regulation  and  guarantees 
against  undue  influence  being  attained  by  any  pub^ 
lie  or  private  interest  group.   At  the  same  time, 
a  creative  tension  is  maintained  between  the  sys- 
tems of  state  and  federal  institutions  which  has 
led  to  innovation  in  legislation  and  regulation. 

Dual  banking  insures  that  all  geographic  areas  and 
all  sectors  of  the  economy  will  be  served.   It 
fosters  competition,  while  allowing  institutions 
and  regulators  the  flexibility  to  take  into  ac- 
count differences  in  the  markets  which  they  serve. 
Dual  banking  is  a  vital  part  of  the  system  of  state 
and  federal  checks  and  balances  and  the  cornerstone 
of  the  American  policy  against  undue  concentration  of 
financial  resources.   These  fundamental  principles 
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are  embodied  in  the  McFadden  Act  and  the  Douglas 
Amendment  to  the  Bank  Holding  Company  Act. 

Increased  concentration  of  the  financial  institu- 
tion industry  and  increased  centralization  of  gov- 
ernmental control  over  the  industry  and  the  economy, 
the  directions  in  which  the  current  chain  of  events 
is  leading  us,  are  to  be  more  feared  and  abhorred 
than  a  one-time  government  infusion. 

The  whipsaw  of  the  money  cost/portfolio  yield  mis- 
match and  competitors  not  subject  to  interest  rate 
control  has  given  rise  to  a  trend,  encouraged  by  the 
policies  of  federal  regulatory  agencies,  of  mergers 
and  acquisitions  which  have  clearly  been  a  concen- 
trating factor  in  the  thrift  industry. 

The  clear  trend  has  been  the  acquisition  of  institu- 
tions, of  potential  competitors,  by  larger  institu- 
tions interested  in  expanding  their  deposit  bases. 
Arguably,  de  novo  entry  into  local  areas  now  domi- 
nated by  one  or  two  institutions  might  enhance  com- 
petition.  However,  in  reality,  several  factors 
dictate  that  that  would  rarely,  if  ever,  be  the  case. 

1.   Local  areas  served  by  one  or  two  institutions 
tend  to  see  a  very  high  degree  of  community 
service  and  enjoy  a  high  level  competition 
for  deposits  between  institutions  of  different 
types.   No  one  has  ever  effectively  argued  that 
any  sector  of  our  economy  is  not  now  adequately 
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served.   Small  businesses,  by  a  four-to-one 
vote  in  a  recent  survey  indicated  they  are  best 
served  by  local  institutions  where  they  get  more 
personalized  attention  and  more  sensitivity  to 
their  needs.   Consumers  are  free  to  shop  £unong 
a  wide  diversity  of  institutions  for  rates  and 
services. 

2.  Local  areas  which  are  dominated  by  one  or  two 
institutions  tend  to  be  rural,  often  agrarian, 
and  hold  little  interest  for  institutions  not  so 
oriented. 

3.  The  experience  in  states  moving  toward  more  liber- 
al branching  has  been  that  the  limited  available 
deposit  base  in  smaller  communities,  coupled 
with  the  traditional  customer  relationships  en- 
joyed there,  makes  de  novo  branching  into  these 
communities  a  losing  proposition,  except  where 
the  institutions  already  in  place  have  not  been 
adequately  serving  their  communities.   The  re- 
sult has  been  a  pattern  of  entry  by  acquisition, 
with  no  resultant  increase  in  competition.   In 
fact,  institutions  entering  by  acquisition  will 
quite  often  seek  to  maintain,  in  some  form,  the 
identity  of  the  institution  acquired,  to  gain 

the  good-will  of  the  community. 

4.  The  economics  of  banking  argue  that  better  serv- 
ices and  cheaper  pricing  of  services  will  not 
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result  from  a  breakdown  of  local  autonomy.   It 
is  viewed  as  "common  knowledge"  that  economies 
of  scale  do  not  attach  to  the  operations  of  fi- 
nancial institutions.   Because  big  banks  cannot 
offer  a  better  deal  than  small  banks,  they  must 
acquire  the  smaller  banks;  i.e.,  they  cannot 
price  them  out  of  business.   By  acquiring  more 
institutions  and  more  customers,  the  big  banks 
increase  their  profits,  but  not  their  profit 
margins.   The  consumer  sees  no  benefit.   In  the 
long  run,  consumers  would  be  left  with  fewer 
institutions  among  which  to  choose  and  would  have 
to  deal  with  local  representatives  of  a  distant 
institution.   Local  availability  of  money  is 
threatened  as  the  money  center  banks,  seeking  the 
best  return,  ignore  community  needs  in  favor  of 
high  yields. 

We  at  CSBS  believe  that  the  dual  banking  system  is 
worth  preserving  and  any  solution  to  current  problems 
must  be  designed  to  have  the  least  possible  negative 
effect  on  this  objective. 

In  the  context  of  H.R.  5568  and  similar  legislation 
incorporating  the  "net  worth  guarantee"  concept,  this 
translocates  into  a  clear  preference  for  legislation 
to  assist,  on  a  one-time  basis,  well-managed  but 
seriously  troubled  institutions  whose  troubled  large- 
ly reflect  interest  rate  extremes,  as  brought  about 
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primarily  by  extremes  in  past  federal  monetary  and 
fiscal  policies.   The  increased  concentration  from 
current  federal  agency  policies  designed  to  meet 
thrift  industry  problems  is  a  far  less  acceptable 
alternative. 
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Question  IB.   What  assurance  is  there  that  the  assistance  we  are 

about  to  provide  will  indeed  be  a  "one-time  infusion" 
and  that  another  adage  will  not  apply,  that  "hard 
cases  make  bad  law." 

Response:     President  Reagan  has  undertaken  an  ambitious  prograun 
to  turn  around  the  economy  of  this  nation.   We  have 
already  witnessed  a  remarkable  reduction  in  the  rate 
of  inflation.   Since  a  "net  worth  guarantee"  program 
such  as  CSBS  has  endorsed  gives  rise  only  to  a  con- 
tingent liability  and  since  we  have  the  Administra- 
tion's assurances  that  the  state  of  the  economy, 
including  the  current  high  interest  rates,  will  be 
shortly  improved,  there  is  no  reason  to  believe  other 
than  that  the  assistamce  will  be  a  "one-time  infusion. 

Certainly,  the  Republican  members  of  the  Committee  do 
not  wish  to  cast  doubt  on  the  effectiveness  of  the 
Administration's  economic  policies. 

Additionally,  it  is  difficult  to  envision  a  worsening 
of  the  economy  which  would  not  have  far  greater  cost 
than  the  program  now  being  considered.   This  is  par- 
ticularly true  when  you  consider  that  the  current 
merger  pattern  is  doing  little  more  than  spreading 
around  the  aggregate  unprofitable  portfolio  holdings 
and  postponing  its  impact  on  the  industry  as  a  whole 
and,  thereby,  on  the  insuring  agencies. 
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Question  2A.   How  would  you  determine  "that  the  management  of  the 
institution  is  committed  to  its  survival"? 

Response:     One  of  the  great  benefits  which  flows  from  our  decen- 
tralized banking  system  is  its  responsiveness  and 
local  perspective.   The  accessibility  of  bankers  to 
their  public  and  of  regulators  to  bankers  under  their 
jurisdiction  guareuntees  rapid,  informed  and  appro- 
priate reactions  to  problems  and  chamging  local 
needs.   Local  control  over  local  resources  guarantees 
the  role  of  banks  as  community  servants  as  well  as 
businesses,  and  the  role  of  regulators  as  advisors 
to  assist  banks  to  survive  in  the  public  interest,  as 
well  as  enforcers  of  law  and  regulation. 

The  primary  regulator  is  qualified,  in  most  cases,  by 
the  day-to-day  business  of  his  office  to  make  determin- 
ations such  as  one  that  the  management  of  the  institu- 
tion is  committed  to  its  survival.   It  must  be  remem- 
bered that  the  institutions  we  are  discussing  are  those 
subject  to  potential  failure.   Primary  regulator  in- 
volvement with  these  institutions  is  greatly  heigh- 
tened and  a  strong  knowledge  of  the  management  of  the 
institutions  flows  from  the  level  of  contact  which 
must  be  maintained.   In  essence,  the  determination  in- 
volves exactly  the  type  of  knowledge  which  the  pri- 
mary regulator  has  by  virtue  of  the  execution  of  the 
duties  of  his  office. 
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Question  2B.   Is  it  possible  for  any  regulator  to  make  these  deter- 
minations objectively  in  the  face  of  enormous  politi- 
cal pressure  and  the  threat  of  law  suits  on  the  part 
of  disappointed  applicants? 

Response:     Yes,  regulators  make  these  types  of  determinations 

objectively  all  of  the  time.   Occasionally,  of  course, 
there  are  those  who  violate  the  public  trust  by  suc- 
cumbing to  political  pressure  or  threats,  but  this  is 
true  of  public  officials  elected  as  well  as  appointed 
and  federal  as  well  as  state.   Even  members  of  Con- 
gress have  been  known  to  succumb  to  pressures  and 
enticements. 
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Question  2C.   Granted  that  the  state  regulator  is  closer  to  the  prob- 
lem, is  there  not  an  argument  to  be  made  that  the  de- 
termination should  be  made  by  the  federal  regulator, 
on  the  ground  that  it  can  be  more  objective,  since  it 
will  not  be  as  subject  to  local  pressure,  and  that  the 
federal  agency  may  be  more  responsible,  since  it  is 
ultimately  going  to  bear  the  cost  of  failure? 

Response:     Pressures  differ  on  the  local  and  national  level,  but 
they  exist  with  equal  force  in  their  various  forms  at 
both  levels.   No  valid  argument  can  be  made  that  the 
determination  should  be  made  by  the  federal  regulator, 
on  the  ground  that  it  can  be  more  objective.   Such 
arguments  merely  evidence  the  existence  of  unjusti- 
fied prejudices. 

CSBS  has  stated  that  an  institution's  eligibility 
should,  in  part,  be  determined  "by  requiring  that  the 
primary  regulator  determine  the  institution's  long- 
term  viability,  determine  that  the  institution  would 
have  to  be  closed  within  the  next  12  months  without 
such  aid,  but  would  live  with  it,  determine  that  the 
institution's  losses  have  been  caused  by  governmental 
action  rather  than  mismanagement  and  that  management 
of  the  institution  is  committed  to  its  survival." 

CSBS  supports  implementing  this  approach  by  providing 
for  initial  review  of  viability  under  the  criteria  of 
the  statute  by  the  primary  supervisor  (state  or  fed- 
eral) ,  with  right  of  appeal  of  a  denial  to  the 


Digitized  by  CjOOQIC 


2518 

insuring  agency  and  with  an  override  of  the  initial 
decision  by  a  unanimous  vote  of  the  board.   Such 
an  approach  would  avoid  adverse  effects  resulting 
from  arbitrary  action  by  either  primary  regulators 
or  insuring  agencies.   It  would  involve  those  most 
familiar  with  the  day-to-day  regulation  of  the  insti- 
tution in  the  eligibility  process  and  reduce  the  in- 
creased work  load  to  which  Chairman  Pratt  referred  in 
his  prepared  statement  of  March  24  (page  18) . 
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Question  3.   Is  it  likely  that  the  policies  which  you  advocate  will 
result  in  increasing  risk  and  costs  to  the  insuring 
agencies?   If  so,  would  the  states  be  willing  to  con- 
tribute resources  to  underwrite  the  maintenance  of 
the  current  dual  banking  system? 

Response:     It  is  highly  unlikely  that  maintenance  of  state  author- 
ity within  the  structure  of  the  dual  banking  system 
would  result  in  any  increase  in  risk  and  costs  to 
the  insuring  agencies.   To  the  contrary,  effective 
utilization  of  the  expertise  of  the  primary  regulators, 
both  state  amd  federal,  can  be  expected  to  result  in 
a  decrease  of  risk  and  cost. 

It  must  be  remembered  that  within  our  current  system 
of  bank  regulation  state  supervisors  work  closely  with 
the  insuring  agencies,  not  in  a  vacuum.   The  closing 
of  institutions  impacts  at  least  as  severely  on  state 
officials  and  often  more  so  than  on  federal  regulators. 
In  determining  the  viability  of  an  institution,  work- 
ing with  less  than  the  best  available  information  is 
certainly  a  mistake  where  public  funds  are  to  be  com- 
mitted.  The  public  interest  is  of  par2unount  importance 
for  regulators  on  both  the  federal  and  state  levels, 
it  is  only  the  perception  of  the  public  interest  that 
may  differ.   CSBS  firmly  believes  that  the  element 
of  risk  will  be  greatly  lessened  by  the  utilization 
of  the  primary  regulator  in  the  determination  of 
institutional  viability. 
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The  proper  role  of  the  government  in  the  regulation 
of  financial  institutions  has  many  aspects.   Among 
the  most  important  of  these  are  the  safety  and  sound- 
ness of  institutions  (one  aspect  of  depositor  secur- 
ity) ,  maximization  of  rate  of  return,  availability  of 
capital  for  all  sectors  and  geographic  areas,  main- 
tenance of  a  viable  and  efficient  system  of  intermed- 
iation, assurance  of  delivery  of  services  and  consum- 
er protection.   The  function  of  the  insuring  agencies 
is  very  limited.   They  are  in  place  to  provide  depos- 
itor security  by  monitoring  institutional  soundness 
(preventive)  and  paying  off  losses  (curative) .   Eleva- 
tion of  the  insurance  function,  and  more  particularly 
protection  of  the  insurance  fund  over  all  other  public 
interest  considerations,  is  am  unfounded,  improper  and 
distorted  approach. 

States  willingly  contribute  resources  to  underwrite 
the  maintenance  of  the  current  dual  banking.   The  very 
existence  of  CSBS  gives  testimony  to  that  fact.   The 
high  quality  of  banking  departments  throughout  the 
country  is  a  constant  reminder  of  that  commitment. 
State  banks  which  are  federally  insured  are  willing 
to  endure  redundant  and  more  costly  supervision  to 
keep  the  dual  banking  system  alive.   They  contribute 
to  the  insurance  fund  and  to  the  maintenance  of  the 
dual  banking  system  every  year.   One  would  deceive 
his  or  herself  to  suggest  that  state  supervisors  or 
the  banks  they  regulate  have  not  paid  their  dues  and 
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are  not  aware  of  the  cost-pass-through  which  accon- 
panies  insurance  agency  pay-outs. 

CSBS  is  actively  supporting  passage  of  H.R.  4603  in 
the  Senate.   That  bill  includes  expanded  authority 
for  federal  insurance  agency  infusion  of  funds.   Our 
support  for  those  provisions  is  in  no  way  diminished 
by  our  position  on  primary  regulator  involvement  in 
a  "net  worth  guarantee"  program. 

It  might  be  feasible  to  use  a  combination  of  the  "net 
worth  guarantee"  concept  with  expanded  statutory  au- 
thority for  federal  insuring  agencies  to  make  loans 
to,  make  deposits  in,  purchase  the  assets  or  securi- 
ties of  or  assume  the  liabilities  of  any  insured  com- 
mercial bank,  savings  bank  or  savings  and  loan  asso- 
ciation.  The  primary  goal  would  be  to  facilitate  the 
continued  operation  of  well-managed  but  troubled  in- 
stitutions.  Such  a  tiding  over  of  troubled  institu- 
tions could  also  help  to  avert  other,  more  serious, 
negative  consequences  of  the  state  of  our  economy. 
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Question  4.   Do  we  not  also  have  to  be  concerned  that  the  enactment 
of  a  massive  assistance  program  might  exacerbate  the 
current  economic  problems  by  contributing  to  £ears__of^ 
CO rt t i n u e d  h i g h^  de f  i c: i t s ,  and  high  interest  rates,  and 
to  fears  of  renewed  inflation?   Should  we  not  be  con- 
cerned that  an  adverse  reaction  in  the  financial  mar- 
kets might  drive  interest  rates  up  and  further  endan- 
ger institutions  which  depend,  first  and  foremost, 
upon  interest  rate  relief  to  improve  their  prospects 
for  survival? 

Response:     The  question  appropriately  raises  the  psychological  im- 
pact of  establishing  a  new  multibillion  dollar  expen- 
diture program  or,  by  inaction,  continuing  the  record- 
setting,  on'-budget  expenditures  associated  with  cur- 
rent insurance  fund  programs.   To  avoid  either  of 
these  alternatives,  CSBS  has  endorsed  a  net  worth 
guarantee  program  which  does  not  add  to  current  defic- 
its and  which  has  an  immediate  budgetary  impact  close 
to  zero,  unless  an  aided  institution  in  the  program 
fails.   Such  an  approach  is  preferable  to  other  new 
programs  which  involve  direct  outlays  or  programs 
which  require  appropriation,  obligation  and  use  of 
funds;  e.£. ,  new  treasury  funds  for  the  FSLIC  Income 
Capital  Certificate  program.   A  net  worth  guarantee 
program  could  increase  savers*  confidence  in  thrift 
institutions  while  not  contributing  to  inflationary 
expectations. 
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Question  5.   Several  witnesses  have  referred  to  a  recent  study  by 
Wharton  Econometric  Forecasting  Associates  which  pur- 
ports to  demonstrate  that,  "far  and  away  the  most  ex- 
pensive way  to  deal  with  problem  thrifts,  short  of 
liquidation,  is  to  force  mergers  for  them."? 
What  is  your  evaluation  of  the  study? 

Do  you  have  any  opinion  of  your  own  as  to  the  relative 
costs  of  alternative  proposals  to  assist  the  industry? 

Response:     Exeunining  in  detail  all  aspects  of  an  econometric 

study  performed  by  recognized  experts  in  the  field  is 
beyond  the  scope  of  the  Conference.   However,  while 
criticisms  of  any  such  study  may  be  made  concerning 
economic  assumptions,  future  cost  factors  and  insti- 
tutional responses  in  an  environment  outside  of  past 
experience,  the  Conference  does  believe  that  the 
relative  ranking  of  budgetory  costs  of  the  alterna- 
tives ex2unined  by  the  study  is  consistent  with  exper- 
ience.  That  is,  the  net  worth  guarantee  progreim  must 
have  a  lower  budgetory  cost  than  an  income  capital 
certificate  (ICC)  program  of  equal  coverage  since  ap- 
propriations must  be  made  of  the  ICC  obligated  funds 
and  interest  payments  to  aided  thrifts  must  be  regu- 
larly made.   Add-on  programs  to  either  a  net  worth 
guarantee  or  ICC  program  would  clearly  require  more 
appropriations  and  expenditures  than  either  a  net 
worth  guarantee  or  ICC  program  standing  alone.   Re- 
liance on  merger  and  acquisition  policy  alone,  with 
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cash  assistance,  purchase  of  assets,  periodic  income 
maintenance  payments  and  promises  of  future  cash 
payments  if  interest  rates  rise  will  also  have  a 
direct  budgetory  impact,  although  the  first  few 
billion  dollars  spent  would  be  from  the  insurance 
funds,  rather  than  directly  from  the  Treasury. 

The  Conference  has  supported  the  net  worth  guarantee 
concept  because  it  is  the  program  which  appears  to 
have  the  lowest  immediate  budgetory  cost  while 
still  bringing  effective  aid  to  troubled,  but  well- 
managed  thrifts. 
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U.S.  HOUSE  OF  REPRESENTATIVES 

COMMITTEC  OM  tANKIlfG.  nNANCE  AND  URBAN  AFTAUtS 


Ita  Rati 

WASHINGTON.  D.C    2051S 

April  6.  1982 


Ms.  Muriel  Siebert 

Superintendent  of  Banks 

New  York  State  Banking  Departnent 

Tmo  World  Trade  Center 

New  York.  New  York  10047 

Dear  Muriel : 

Your  recent  testimony  on  H.R.  5568,  the  Home  Mortgage  Capital 
Stability  Act,  before  the  Subcommittee  on  Housing  and  Community 
Development  has  been  received  with  great  interest  and  studied  closely 
by  Minority  Members  and  Committee  staff. 

Unfortunately,  the  limited  amount  of  time  available  at  the 
hearings  did  not  permit  as  full  a  discussion  of  the  issues  as  we 
would  have  liked.  However,  the  Minority  staff  has  developed  a  series 
of  questions  designed  to  give  the  witnesses  a  fuller  opportunity  to 
present  their  views  for  the  record. 

It  would  be  very  helpful,  therefore,  if  you  would  respond  to 
the  attached  list  of  questions.  In  order  to  ensure  that  your  answers 
will  be  included  In  the  hearing  record,  they  should  be  received  no 
later  than  April  16. 

Thank  you  for  your  cooperation. 

Sincerely, 


J.  William  Stanton 
JWS:bfd 
Attachment 
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QUESTIONS  FOR  MS.  SIEBERT: 

1.  ON  PAGE  3  YOU  STATE  THAT,  "H.R.  5568  PROVIDES  A  MEANS 
OF  CONTINUED  EXISTENCE  FOR  THRIFTS  THAT  1)  ARE  MOST  TROUBLED,  BUT 
2)  EXHIBIT  A  REALISTIC  POTENTIAL  FOR  FUTURE  VIABILITY." 

IS  IT  POSSIBLE  TO  MAKE  AN  OBJECTIVE  SELECTION  OF  SUCH  IN- 
STITUTIONS, GIVEN  THE  TREMENDOUS  POLITICAL  PRESSURE  AND  THE 
THREAT  OF  LAW  SUITS  BY  DISAPPOINTED  APPLICANTS,  WITHOUT  ASSISTING 
INSTITUTIONS  WHICH  ARE  SO  TROUBLED  THAT  THEY  CAN  NOT  MAKE  EFFEC- 
TIVE USE  OF  THE  ASSISTANCE?   MIGHT  THE  CONTINUED  EXISTENCE  OF 
SUCH  INSTITUTIONS  NOT  INCREASE  THE  PRESSURE  ON  THOSE  INSTITUTIONS 
WHICH  ARE  RELATIVELY  HEALTHY  AND  WHICH  WILL  BE  CALLED  UPON  TO 
COMPETE  AGAINST  FEDERALLY-ASSISTED  INSTITUTIONS? 

2.  ON  PAGE  6  YOU  STATE,  "IF  THE  PRIME  REGULATOR  IS  TO 

BE  GIVEN  THIS  RESPONSIBILITY,  THOUGH,  HE  OR  SHE  HAS  AN  OBLIGATION 

AS  WELL REGULATORS  MUST  TAKE  THE  INITIATIVE  TO  SEE  THAT 

VIABILITY  IS  INSURED  BY  SEEING  TO  IT  THAT  COSTS  ARE  REDUCED  AS 
MUCH  AS  POSSIBLE  TO  MINIMIZE  THE  FINANCIAL  ASSISTANCE  NEEDED 
FROM  THE  FEDERAL  GOVERNMENT." 

IF  STATE  REGULATORS  SHOULD  INFLUENCE  THE  DECISION  AS  TO 
WHICH  INSTITUTIONS  RECEIVE  ASSISTANCE,  SHOULD  THE  STATES  ALSO 
MAKE  A  FINANCIAL  CONTRIBUTION,  TO  INDEMNIFY  THE  FEDERAL  AGENCIES 
AGAINST  THE  CONSEQUENCES  OF  DECISION  INFLUENCED  BY  CONSIDERATION 
OF  STATE  POLICIES? 


'/C 
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3.  PERHAPS  ONE  OF  THE  CONTRIBUTIONS  THAT  STATES  CAN  MAKE, 
AS  SUGGESTED  BY  CHAIRMAN  ISSAC  OF  THE  FDIC,  IS  TO  REPEAL  OR  SUF- 
FER THE  PREEMPTION  OF  MHAT  CHAIRMAN  ISSAC  CALLED  "UNFAIR  AND  BUR- 
DENSOME" STATE  AND  LOCAL  FRANCHISE  TAXES. 

WHAT  IS  THE  COST  OF  THESE  TAXES  TO  THE  INSTITUTIONS  UNDER 
YOUR  SUPERVISION? 

WHAT  IS  YOUR  POSITION  ON  REPEAL  OR  PREEMPTION  OF  THESE 
TAXES? 

4.  ON  PAGE  8  YOU  STATE,  "IF  WE  ARE  TO  JUSTIFY  THIS  LEGIS- 
LATION, WE  MUST  JUSTIFY  THE  USEFULNESS  OF  THRIFT  INSTITUTIONS  IN 
AMERICAN  SOCIETY.   THEY  MUST  CONTINUE  TO  BE,  AS  THEY  HAVE  BEEN  IN 
THE  PAST,  THE  PRINCIPAL  SOURCE  OF  HOME  FINANCING  FOR  THE  AMERI- 
CAN FAMILY." 

IS  IT  POSSIBLE,  GIVEN  THE  ALREADY  DIMINISHED  ROLE  OF 
THRIFT  INSTITUTIONS  IN  HOUSING  FINANCE,  THE  EVIDENCE  THAT  THE 
DAMAGE  TO  THE  INDUSTRY  MIGHT  ^E  PERMANENT,  AND  THE  FACT  THAT 
OTHER  INSTITUTIONS  HAVE  ALREADY  MOVED  TO  PICK  UP  THE  SLACK, 
THAT  THE  THRIFT  INSTITUTIONS  WILL  NEVER  ASSUME  THEIR  FORMER 
ROLE  AND  THAT  THE  LEGISLATION  CAN  NOT  BE  JUSTIFIED  ON  THIS 
BASIS? 

5-   ON  PAGES  8  AND  9  YOU  SUGGEST  THAT  AN  EXCEPTION  TO 
THE  MORTGAGE  LENDING  REQUIREMENT  BE  MADE  FOR  "THOSE  THRIFTS 
THAT  HAVE  ENGAGED  IN  HEAVY  BORROWING  TO  MEET  LIQUIDITY  REQUIRE- 
MENTS OR  TO  COPE  WITH  DEPOSIT  OUTFLOWS?" 

IS  THERE  ANY  DIFFICULTY  IN  IDENTIFYING  THESE  INSTITUTIONS? 
WHAT  PERCENTAGE  OF  THE  TOTAL  NUMBER  OF  INSTITUTIONS  AND  ASSETS 
WOULD  THEY  REPRESENT? 
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6.  ON  PAGES  9  AND  10  YOU  RECOMMEND  THAT  INSURANCE  BE 
EXTENDED  TO  ALL  DEPOSITS,  THAT  THE  PRESENT  $100,000  LIMIT  BE 
REMOVED. 

WHAT  WOULD  BE  YOUR  RESPONSE  TO  AN  OBJECTION  THAT  THIS 
STEP  WOULD  REMOVE  ONE  THE  LAST  VESTIGES  OF  DISCIPLINE  UPON  THE 
PRUDENCE  AND  COMPETENCE  OF  MANAGEMENT,  BY  REMOVING  THE  INCEN- 
TIVE FOR  SOPHISTICATED  DEPOSITORS  TO  CONSIDER  THE  QUALITY  OF 
AN  INSTITUTION  IN  DECIDING  WHERE  TO  PLACE  THEIR  FUNDS? 
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2)  Savings  banks  and  savings  and  loan  associations  have 
contributed  to  th«  FDIC  »nd  tha  rsnc  iniunnc*  fund*  for 
dccAdes,  We  believe  chat  these  Insurance  funds  ara  the  appro- 
ptiattt  vehicle  for  providing  the  fin4nclal  Assistance  necesssry 
in  connection  vlth  t\ipervisory  mergers.  As  I  indicated  above, 
we  ere  attempting  to  arrange  ntcrgere  emong  thrift  institutions 
that  will  substantially^  reduce  operating  expenses  so  a*  to 
minliAixe  th«  Anount  of  EinancLal  assistance  which  the  insurance 
funds  vill  have  to  provide 

3)  New  York  State  arvl  New  Yor>t  City  franchise  taxes  paid 
by  savin<}s  banks  and  savings  and  loan  A«soci«tiont  were  about 
SllO  million  during  19S1.  At  a  time  when  these  institution* 
are  suffering  substantial  operating  losses,  T  do  TWt  believe 
that  it  la  fair  or  equitable  that  these  taxes  should  be  levied 
on  thrift  institutions  and  I  have  stated  this  position  publicly. 
Last  year,  at  sty  urging  and  with  the  support  oE  the  Governor, 
the  Kew  York  Statv  Legislature  reduced  franchise  taxes  sonevhat, 
although  not  to  the  extent  that  1  would  hav«  preferred,   i  have 
also  expressed  my  support  for  a  federal  prearrption  of  such  taxes 
tor  institutions  that  receive  federal  financial  assistance. 

4   1  cannot  agree  with  the  implications  of  your  questiooi. 
While  the  high  interest  rates  of  recent  years  have  caused 
operating  losses  and  substantial  deposit  outflows  thereby 
1  uniting  the  role  of  thrift  institutions  in  housing  finance*  Z 
do  not  believe  that  this  it  a  permanent  situation:  Kor  do  I 
accept  the  view  that  interest  rates  will  forever  stay  at  the 
high  levels  of  recent  years,   when  interest  rates  do  come  down 
to  P^re  reasonable  level*,  the  thrift  indus^.ry,  which  has 
expertise  in  mortgage  financing  and  which  nov  has  new  alterna^ 
tive  mortgage  investiient  vehicles,  should  be  able  to  function 
profitably  in  this  area  and  vill  be  able  to  reassuoe  its 
important  role  in  financing  housing  in  this  country. 

As  for  your  coronent  that  other  institutions  are  picking 
up  the  slack #  I  would  be  interested  to  see  the  evidence  you  have 
for  this.  Wile  I  iiould  certainly  velcoitie  additional  activity 
in  providing  housing  finance  on  the  part  of  the  large  cosnerclal 
banks,  insurance  companies,  pension  funds,  etc  ,  I  do  not  yet 
tee  any  empirical  data  to  support  the  contention  that  the 
long-standing  cojunitnent  to  housing  finance  by  savings  banks  and 
savings  and  loan  astociations  will  in  fact  be  assumed  by  these 
other  institutions. 
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l^nmw  to  raps;  acTTcwia^  wedi  n^^riAllr  liadt  tte  a^nr— 
of  ««ac«Il  cae»it3«ft^  ba  tia«  BOiriT*?*  B*rk«c^-     Tnt  mumplm,  of 
tte  f9  scAr«-c£Art«r«d  »«Txa?«  &«£«:>  i^  ftc«r  fork.  vitJi  tot^l 
asMts  of  JI3  ta:iic»  *t  riir   mJ  i»Il,   ex««  U=k5  witi  tsjt^ 
assets  of  Abov^  54. £  tilliAtt  «oro  1»t^1t«^  i^  ^c^rr  ac^rrswio^ 
(over  IM  ^  tteJT  :^u:.  usatsi  «•  of  t*Ltt  ±a^c.     ct  !^«  m 
StAtx-c^Artar«d  savi^ag^  4M  toaa  **»c<rL4^isai   1=.  *•**  tort.  iritJi 
assets  af  Aboac  S4  billtoa,   tiaa  eooparabia  fi^aras  aca  fiaa 
iastlCBlioos  witii  S  I/^  bUIlw  »f  asaats. 

C)     n»  ejFi«a£  pcctlcss  af  tha  thrift  iAstltaiivn*  basically 
raflact  tsm  Cac^  t^MZ  ia^«r»i  ratvt  iMve  •*ciU^«(£  lAAr^lf  iB 
xoeaat  ?aani.   iiftr*&r  K.b«%acti>J.l7  tacT«i>i^;  t**  «^fess«  M 
istarast  aad  divLdcsd  pa7sa=^4  tc  ^«po4:^tcr«  li^le  c^    '^^   sisst. 
siilft  of  tba  balaac«   *^<rft.    T±*r  *re  leered   Lsta  It^ag  tsfo 

wmam^  iaftara«t  ntas  iwrr  ma^  lowar  than  ttey  ara  today  aad 
afe^  sMsy  fxatc  uurj  c^Uis^s  Liaitad  tba  ratas  oa  soch  loaas. 
As  a  xaaalt,    tteir  iAtara^t  Li»oaa  £roo  tlMaa  loaas  is  far  balow 
thair  itarast  payoa^s  to  dapo^tor>. 


TSiosa  hi/^  iaur«*^  rate*     caasad  by  ^b■  «CBM*-di9it 
af^  aaar  docbla^disit  lafXacioii  rat^s  of  raesat  j^ara,   ba^ 
baca  baro!^   tiw  c^afeUitT  of  baak  aviar^wa^  to  daal  vitft 
Gi^ras  t^aM  cifc— taaris^   I  do  ^sot  balx»T«  that  ajitcfdiag 

tc  •11  d«?o»it*  vill  allaiiiata  di^clFliaa  oo  »M>iga 
tbat  tiM  iaa;;^a^3C«  f-jada  protect  dafOiltocs 
eat  of  Lbe  bacJta.     As  ye^j  t^ioi*.  ia  tiia  aaparvtstty 
L  «f  thrift  irLstJ^t vetoes  t>^t  ^ava  tiktu  placa   is  Vew  Tark, 

cas«  the  tcf  saiiasfaeflt  of  *be  barJt  as  vail  «a  tb« 
board  of  tro^taar  «ar*  required  to  rcsi^a  tf^lt  pofitiocta 
SBSioA  of   iavnra^cc  to  all  dcpoij^ta  tT\er«£or«  tfotild  »ot  raaova 
>  ALscipliaa  00  tba  prudsaca  and  cda^ta^kca  of  aaaa^aaaat. 


It  stoald  alao  bm  ka^  in  aiad  that  tha  fallnras  of  ths 
thrifts  hava  oot  baaft  cauaad  by  *^tr  naki->T  ^^  loaas  or  by 
cpacalatioa.      lAataad,    tbaj  bava  ariaen   !rc«  tha  fact  that  tha 
thrifts  hava  parfor^td  ^ba  fuoction  =^aTld«t«d  ty  p^i^c   pci.^/ 
(iadaiia*  fadaral  and  ttata  CMA  lava  aad  raT^a^iofts) ,   aaaaly, 
to  — Tri  loaas  la  thsir  local  c&BEuJ.ities.     This,  ccabiAvd 
witfe  tba  fact  tbart  Stata  lavs    both  in  Vav  Tork  aad  la  aaity 
«t*Mr  st^t^aa  throoqboat  tba  country,   had  in  tha  pa^t  avtablishad 
^laiT  i  iTlr  usncy  oalllAg*   (which  I  opposad)  coatribatsd  to  ths 
fiaaacial  problaas  they  sow  faca. 


Sincaraly.  ^ 


iu^iZS^  ^^.^..JSf^ 
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U.S.  HOUSE  OF  REPRESENTATIVES 

COMMinCE  ON  BANKING.  RNANCE  AND  URBAN  AFFAIRS 

NlNCTV^CVCNTH  CONCHCW 

111*  Ravmmim  House  OrricK  Buiiaino 
WASHINGTON.  D.C.    2051S 

April  6,  1982 


Mr.  Gerald  M.  Lowrle 

Executive  Director  of  Govermnent  Relations 

American  Bankers  Association 

1120  Connecticut  Avenue,  N.  W. 

Washington.  0.  C.  20036 

Dear  Jerry: 

Your  recent  testimony  on  H.R.  5568,  the  Home  Mortgage  Capital 
Stability  Act,  before  the  Subconmlttee  on  Housing  and  Comnunlty 
Development  has  been  received  with  great  Interest  and  studied  closely 
by  Minority  Members  and  Committee  staff. 

Unfortunately,  the  limited  amount  of  time  available  at  tho 
hearings  did  not  permit  as  full  a  discussion  of  the  Issues  as  we 
would  have  liked.  However,  the  Minority  staff  has  developed  a  series 
of  questions  designed  to  give  the  witnesses  a  fuller  opportunity  to 
present  their  views  for  the  record. 

It  would  be  very  helpful,  therefore,  If  you  would  respond  to 
the  attached  list  of  questions.  In  order  to  ensure  that  your  answers 
will  be  Included  in  the  hearing  record,  they  should  be  received  no 
later  than  April  16. 

Thank  you  for  your  cooperation. 

Sincerely 


Sji- 


J.  William  SUnton 
JUS:bfd 
Attachment 
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QUESTIONS  FOR  P1R.  t.^HtCDYz 

1.  ON  PAGE  L  *0U  STATE,  "SJNuF:  IHE  LAR6EST  COT^-EIIflON 
KACED  BY  DEPOSITORY  iNSTITUTIOMS  IS  hPCrf^  HONEt  MAR^tT  FUWDS, 
DEPOSITORY  INSTITUl  lOfJS  MUST  HAV'E  SOME  i^V  Of  GAINING  BALL  THE 
FUNDS  THAT  HAVE  Bf.Efi  DRAWN  #V*4AY  B>  THIS  COKFETI TOF.  "   >OU  STATE 
THAT  YOUR  PFOPOS*-:   ^0  LiiWtS  liit  llrJJh.JN  DENOHINAT  TUN  OF  CfcRTIf- I  - 
LATES  NOT  SLI^JtCT  TO  F.ATL  LEiLI^'^^S  1<^  .L»_  u  LF^  BANf  S  -COmi  ETt  MUCH 
MORE  EFFECT  I  VKL\  FiM  SUliE  '.tLATJ  Vc  u  t  I  mRGL  uONSUIitR  DEPOSITS  ^iND, 
MORE  IMPORTANTLY,  Tn£  I  Ai^GE  .VlOL»NT  S  LiF  LEFOSIT3  FROM  SMALL  BUS! 
NESSES,  LOCAL  GOVERHMENTS.  AND  NON-TROFIT  INSTITUTIONS  T^iAT  ARE 
CURRENTLY  BEING  LOST  TO  MONEY  MARFET  F  UTiDC.  ' 

WOULD  YOU  OBJECT  TO  THRIFT  INSTITUTIONS  COMPETING  FOR  THE 
SAME  BUSINESS?   SPECIFICALLY,  WHAT  IS  YOUR  POSITION  ON  H.R.  5414, 
A  PROPOSAL  BY  REP.  BILL  GRADISON  TO  PERMIT  THRIFT  INSTITUTIONS  TO 
OFFER  NOW  ACCOUNTS  TO  STATE  AND  LOCAL  GOVER^iMENTS? 

2.  SEVERAL  WITNESSES  HAVE  REFERRED  TO  A  RECENT  STUDY  BY 
WHARTON  ECONOMETRIC  FORECASTING  ASSOCIATES  WHICH  PURPORTS  TO  DE- 
MONSTRATE THAT,  "FAR  AND  AWAY  THE  MOST  EXPENSIVE  WAY  TO  DEAL  WITH 
PROBLEM  THRIFTS.  SHORT  CF  LlOUi HAT  ION,  IS  TO  FORCE  MERGERS  FOR 
THEM. "^ 

WHAT  IS  YGUK  FVnLUATlON  OF   IHE  r.riUDv'^ 

DO    YOU    hr.VE    ANt    •  I    II>|10W    OT     V<illf<    Ui-JN    AS    TO    THt    RELATIVE 
COSTS    OF     HLTb"RN.\f  ^'.F    hivC-OBALr     TC    i-tHJIi-T    IMF     INDUSTRY" 


A 
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3.   ON  PA6E  8  YOU  STATE,  "THERE  SHOULD  BE  SOME  DISINCEN- 
TIVES SUCH  THAT  THE  USE  OF  THIS  AID  IS  NOT  CONSIDERED  LIGHTLY. 
INSTITUTIONS  THAT  HAVE  NEED  OF  AID  BECAUSE  OF  POOR  MANAGEMENT 
SHOULD  NOT  BE  ELIGIBLE.   MmNY  BANKERS  ftRCEIVE  THAT  SOME  TROU- 
BLED SAVINGS  AND  LOANS  ARE  fJOT  MAKING  THE  MANAGEMENT  CHANGES 
NEEDED  TO  CuPE  WIIH  THE  CHANGING  REALITY.   MUCH  OF  THE  EVIDENCE 
IS  ANECDOTAL  BUT  THi     FEELING  IS  WirLb^KLnD  AMONG  bf^NKERS  THAT 
THIS  IS  TRUE. " 

THE  INDEPENDLNT  f.f<NI  r  fvS  HAVE  KEKKRHED  TO  A  STATEMENT  BY 
SANFDRD  ROSE  IN  THE  MARCH  23  AMERICAN  BANKER  THAT  "IF  THE 
SAVINGS  BANKS  i"^NL»  SAVINGS  AND  LOArJS  HAD  UNDERTAKEN  TO  HEDGE 
THEIR  MONEY-MARKET  CERTIKICATES  WHEN  THE  i.i.KTlF  ICATES  WERE  FIRST 
INTRODUCED  IN  MAY  1978,  THERE  WOULD  TODAY  BE  NO  CRISIS  IN  THE 
THRIFT  INDUSTRY." 

IS  THIS  EVIDENCE  THAT  THE  PRUBLEiTS  UF  THE  THRIFT  INSTITU- 
TIONS ARE  DUE  IN  LARGE  MEASURE  TU  BAD  MANAl3EM£NT,  RATHER  THAN  TO 
ECONOMIC  CIRCUMSTANCES  AND  CONGRESSIONAL  ACTIONS  BEYOND  THEIR 
CONTROL?   CAN  YOU  PROVIDE  SOME  EXAMPLES  OF  THE  ANECDOTAL  EVIDENCE 
TO  WHICH  YOU  REFER'' 


•2' 
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4.    CM  PAGES  8  AND  9  VOU  STATE.  "ONCE  THE  ELIGIBLE  INSTI- 
TUTIONS ARE  DETERMINED  AND  THE  AID  IS  tSI\*f-:N,  THOSE  INSTITUTIONS 

MUST  BE  ABLE  TO  USE  THE  AID  IN  THE  MOST  Ei  FICIENT  MANNER 

IF  THE  BORROWING  INSTITUTIONS  THAT  ARE  FlIuIBLE  ...  ARE  TOO 
HEAVILY  CONTROLLED,  THEY  WILL  NOT  BECOME  PROFITABLE  AND  THE 
TAXPAYER  WILL  LOSE.   IN  SHORT.  PUT  RUiCJPOUS  REQUIREMENTS  ON 
DETERMINING  WHICH  1N51  HUT  IONS  ARE  ELiniBlT  FOR  AID,  BUT  UNCE 
THE  AID  IS  GIVEN.  Ai  LOW  THE  INSTI  TUTIOf^S  TO  OPERATE  IN  THE  MOST 
EFFICIENT  MANNER." 

IS  THERE  NOT  A  PRESUMPTION  THAT  THE  INSTITUTIONS  WHICH 
HAVE  THE  MANAGEMENTS  MOGT  CAPABLE  OF  OFER'^TING  WITHOUT  STRINGS 
ATTACHED  ARE  THOSE  WHICH  i^RE  LEAST  Lll  ELV  TO  NEED  ASSISTANCE? 

IS  IT  NOT  EXTREMELY  DIFFICULT  fO  FICK  OUT  THOSE  PARTICULAR 
INSTITUTIONS  WHICH  ARE  IN  JUST  ENOUGH  IROiJBLE  TO  NEED  ASSISTANCE 
BUT  WHICH  ARE  JUST  WELL  ENOUGH  MANA(iED  TO  MAKE  USE  OF  IT"^ 

IS  IT  REAi.ONABLE  TO  EXPECT  THE  nLCNCIf^Ci  TO  Mni.E  SUCH  DE- 
TERMINATIONS IN  THE  FALE  OF  ENORMOiJS  POLITICAL  PRESSURE  ANP  THE 
THREAT  OF  LAW  SUITS  t»N  THE  PART  OF  DTShPPOINTED  APPLICANTS  FOR 
ASSISTANCE'' 

CAN  YOU  r-»Ji,i3F^:T  HOW  1  HE  BUJ     MPifir  BE  ArtEr;Drn  10  PfvOVlC-r 
H  FAIR,  OBJtCTIvL,  iWi;'  EFFICIEMT  MFThOL'  (If  DF^ERMil^i  Ni .  I'.HlCH  IN- 
STITUTIONS SHOULH  r.tiCflVtl  ASSISTANUL 
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S.  WITH  RESPECT  TO  EACH  OF  THE  FOLLOWING  PROVISIONS  OF 

H.R.  5568,  PLEASE  ANSWER  THE  FOLLOW I NB  GENERAL  QUESTIONS: 

1.  HOW  WOULD  THE  PROVISION  WORK  IN  PRACTICE:^ 

2-  WOULD  YOU  DESCRIBE  THE  PROVITjION  AS  "DESIRABLE"? 

3.  WOULD  YOU  DESCRIBE  THE  PROVISION  AS  "WORKABLE"? 

4.  WHAT  SUOCiESTIONS  WOULD  YOU  OFFFR  TO  AMEND 
THE  PROVISION? 

a-   Ibi  CAPITAL  INFUSION  PROGRAM  DESIGNED  TO  MAINTAIN  IHg  NEI 
WQRId  OF  INpiyipUAL  INSIIIUTIONS  AI  2y,..   HOW  MANY  INSTITU- 
TIONS (NUMBER  AND  TOTAL  ASSETS)  DO  YOU  ESTIMATE  WOULD  QUALIFY 
FOR  THE  PROGRAM  TODAY?   DO  YOU  BELIEVE  THE  SUPERVISORY  AGEN- 
CIES CAN  DETERMINE  ELIGIBILITY  WITH  REASONABLE  CERTAINTY 
AND  FAIRNESS?   SHOULD  LIMITATIONS  BE  PLACED  UPON  THE  PRE- 
ROGATIVES OF  MANAGEMENT,  TO  ENSURE  THAT  THE  FEDERAL  INTEREST 
IS  PROTECTED  AND  TO  CREATE  A  DISINCENTIVE  FOR  INSTITUTIONS 
TO  APPLY  FOR  ASSISTANCE? 

b.  Idi  R^PORIING  AND  LENDING  PRACTICE  REQUIRgMENIS..   WHAT  IS 
MEANT  BY  LENDING  PRACTICES?   WOULD  THE  NEED  TO  ADMINISTER 
THIS  PROVISION  PLACE  AN  UNDUE  BURDEN  ON  ♦HE  ALREADY  STRAINED 
RESOURCLS  OF  AGENCIES  AND  OF"  DEPOSITORY  •  NSl  I VUT  IONS? 

c.  THE  REQUIREMENT  THAT  NQI  LESS  THnN  -^igV.  OF  ANNUAL  NET  NEW 
DEPO§iIS  BE    INVEST  ED  IN  SINGLr-FAMlLV  MORTGAGES  FOR  FIRST- 
TIM^  H0MEBUYER3  WHO  WpyL,D  PAY  1*/.  AFjOVL  THE.  INSIITUfiON'S 
CQST  OF  FUNDS.   IS  IT  ANTICIPATED  THAT  THERE  WILL  BE  ANY 

,  "NET  NEW  DEPOSITS"  AT  ALL?  HOW  MANY  INDIVIDUALS  WOULD  QUALIFY 
AS  FIRST-TIME  HOMEBUYERS,  AND  HOW  WOULD  INSTITUTIONS  ALLO- 
CATE LIMITED  FUNDS  AMONG  NUMEROUS  APPLICANTS? 


;^ 
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t^WTS-"'       IS   J-    aCluME-  ^JBJLli:   ra^^r*     •  ^  -'^exIIC    "S«R\:m25  ST.tW- 
BlLl2A72CWr    I«9»j^i|««i   -4:  IB^SSI'-J-  •     -^hST  HT^FI  Jh^^      AWE   TPrC 

FIGURES  FUR    *Bf*a^2M^  J-D3SES*    SJE^TE' ^  'lMDUE   n^vI'^UUS^TION 

BY  T>«    1.*STj1U7^£M5^      idhi  M\A  .!>    r-E   -^5E3*CIE5  IE.-£?KrtIl4E   Tt<AT 
PAYHGNTS  Wi^    ZIiiv^  I9k  F    JINL    rw^i    ^HE   f£D-If<Er   CERTIr  IZIATIDN 
"THAT  THE  ClSuTZWJED  E^WMl4iGS  u  lySES    IY«^.v]LV^X>  *i«C   OJ:kJ9Er  Bf 
GBCRAL  WmHEl    IHOMDITIOie  AHC  HCT  f  v    THE   AC7IOM5   OF  SUOH 
aUM.IFIED   IHGLnED   1M£TI711T1XM*'7 


9S-2S5   0  -  t2   -  27 
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1.   Our  Association  Is  opposed  to  the  expansion  of  NOW  acoount 
eligibility.  NGW  accounts  have  only  been  allowed  nationwide  for  a  little 
more  than  a  year.  As  envisioned  in  the  Depository  Institutions 
Deregulation  and  Monetary  Control  Act  of  1980,  the  deregulation  of  deposit 
products  of  all  types  of  depository  institutions  would  occur  gradually  over 
the  six-year  period  set  forth  in  the  legislation.  The  abrupt  expansion  of 
NOW  account  eligibility  would  impose  unanticipated  and  significant  costs  on 
cormercial  banks  while  not  providing  them  any  additional  ability  to  coepete 
for  deposits  presently  being  drained  off  into  money  market  mutual  funds. 
Until  the  Depository  Institutions  Deregulation  Committee  acts  to  provide 
compeittive  deposit  products,  on  the  one  hand,  and  outdated  state  usury 
ceilings  that  limit  hanks'  ability  to  pay  competitive  rates  are  removed,  on 
the  other,  our  Association  %#ould  continue  to  oppose  any  expansion  of  NOW 
account  eligibility.  However,  we  do  feel  that  all  depository  institutions 
should  be  treated)  the  same  with  regard  to  expansion  of  NOW  account 
eligibility.  However,  we  do  feel  that  all  depository  institutions  should 
be  treated  the  same  with  regard  to  expansion  of  NOW  acoount  eligibility. 
TYils  position  was  upheld  in  the  decision  of  a  recent  suit  brought  by  the 
Association  against  the  Federal  Home  Loan  Bank  Board.  The  Board  interpreted 
the  regulations  more  hroadly  than  the  Federal  Reserve,  resulting  in 
coiranerclal  banks  being  restricted  to  a  smaller  market  for  NOW  accounts  than 
the  savings  and  loans.  The  ruling  specified  that  the  customers  eligible 
for  NOW  asccounts  at  thrifts  and  banks  should  be  the  same.  Any  expansion 
of  NOW  account  eligibility  to  additional  customers  should  apply  to 
conmercial  banks  and  thrift  institutions. 
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2.  Mb  have  attactad  a  oopy  of  a  aeaD  evaluaUng  the  study.  As 
pointed  out  in  the  BeaD,  the  estiaates  calculated  by  Mharton 
Eoanamettic  Association,  Inc«  are  Mjch  higher  than  the  actual  costs 
of  aergers.  Ma  feel  that  the  Mharton  study  overestiaiates  the  cost  of 
aiding  thrift  institutions  throu^  assisted  nergers. 

As  we  said  in  our  testinony  we  feel  that  the  present  cesouices  ate 
adequate  to  protect  the  depositors  of  institutions.  Alternative  proposals 
that  aid  Institutions  rather  than  depositors  will  be  «»re  costly  than 
the  present  policy  of  assisted  nergers.  To  the  extent  that  the  alternative 
proposals  increase  the  budget  deficit,  they  will  frustrate  the  fall  in 
interest  rates  and  the  econoay  as  a  whole  will  bear  the  costs.  To  the 
extent  that  the  proposals  allow  thrift  institutions  to  ignore  the  realities 
of  the  aarket  place,  they  will  ultiaately  increase  the  cost  to  the 
industry.  Thrift  institutions  will  rcnain  vulnerable  to  unwpactad  changes 
in  the  aoonoiy  as  long  as  their  portfolio  is  not  diversified. 

3.  The  question  of  poor  aanageaent  by  any  institution  is  hard  to 
docuaent.  Host  of  the  anecdotal  evidence  about  savings  and  loans  concerns 
policies  that  are  visible  to  outside  observers.  Two  areas  that  have  been 
aentioned  are  the  opening  of  branches  by  institutions  that  are  in  bad 
financial  shape  and  unwise  pricing  of  loans  or  rates  paid  on  accounts. 
Although  it  is  very  difficult  to  obtain  explicit  data  on  either  of  these 
questions,  soae  figures  on  new  branches  can  be  cited.  During  1961,  499 
applications  for  loan  branches  %iere  approved  by  the  FHLBB  and  4  were 
dmied.  Proa  January  1,  1982  throu^  Mardi  31,  1982  62  applioationa  were 
approved  by  the  FHLBB.  Fbr  an  industry  that  is  in  such  poor  shape,this  is 
a  large  nmbet   of  new  branches  to  be  opened. 


Digitized  by  CjOOQIC 


2540 


TYm  use  of  hedging  to  prevent  losses  is  a  fairly  new  technique  in 
which  expertise  must  be  gained.  If  hedging  is  not  carried  out  correctly,  it 
nay  not  protect  the  earnings  from  variations  in  interest  rates.  Because  it 
is  a  new  technique  and  there  are  some  risks  in  its  use,  the  absence  of 
hedging  should  in  1978  should  not  be  taken  as  an  indication  of  bad 
management. 

4.   Although  many  of  the  institutions  losing  money  are  the  victims  of 
market  conditions  and  should  be  eligible  for  aid,  some  of  the  problems  of 
the  institutions  may  be  compounded  by  brid  management  and  these  should  not 
be  eligible  for  aid.  Indications  of  these  institutions  would  be  ones  that 
are  doing  vK>rse  than  their  peers  in  the  same  matket  area.  In  addition, 
ooaiparisons  of  non-interest  expense  and  return  on  assets  with  the  industry 
average  could  be  used  as  indicators  of  management. 

TfM  regulators  must  decide  bet%#een  extension  of  aid  or  assisted 
mergers.  Although  they  may  be  faced  with  various  pressures  to  extvid  aid, 
the  agencies  were  established  to  regulate  the  institutions  and  should  carry 
out  their  role.  A  potential  problem  is  the  behavior  of  the  FHLBB  in 
determining  which  institution  to  aid.  It  has  been  set  up  to  be  a 
cheerleader  as  well  as  a  regulator  and  may  be  unwilling  to  act  as  a 
regulator  in  this  case. 

The  bill  should  be  amended  to  give  the  regulators  discretion  in 
determining  the  institutions  to  receive  aid.  Criteria  for  receiving  aid 
could  include  the  following:  the  institution  shoul'j  he  viable  in  the 
longrun,  the  institutioris  should  play  a  larqe  lole  in  meeting  the  financial 
needs  of  the  conmunit/,  the  institution  ha;?  utilized  reasonable  efforts  to 
Mintain  viability. 
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5a.  As  written,  the  provision  i#cMild  not  work  and  would  be  undesireabie. 
Institutions  would  have  an  incentive  to  reach  2%  net  worth  by  selling 
low  rate  mortages  and  would  have  no  Incentive  to  increase  net  worth  above 
3%.  Instead  of  this,  the  regulators  should  be  given  the  discretion  to 
determine  which  instituitons  need  aid.  In  addition,  provisions  are  needed 
to  prevent  institutions  from  using  the  aid  program  as  a  means  o£  decreasing 
their  holdings  of  low  rate  mortgages. 

As  of  June  1981,  according  to  the  PrfLBB  call  report  data,  there  are 
148  savings  and  loan  associaitons  that  qualify.  Their  assets  total  $17.8 
billion,  and  their  losses  for  the  six  months  through  June  1981  total  $160 
million.  The  magnitude  of  these  figures  will  have  increased  by  now.  No 
savings  banks  or  commercial  banks  are  eligible. 

The  supervisory  agencies  should  be  able  to  determine  eligibility. 
Since  they  are  familiar  with  the  management  of  the  institutions  through 
their  oversight  responsibilities,  they  should  do  a  much  better  job  than 
%#ould  occur  with  a  simple  rule. 

5b.  It  is  unclear  exactly  what  is  meant  by  the  reporting  and  lending 
practice  requirement.  As  written,  the  provision  is  unworkable  and 
undesireabie  and  would  increase  the  reporting  burden  of  all  concerned. 

5c.  The  provision  %#ould  be  difficult  to  apply.  There  would  be  problems 
determining  how  the  low  rate  loans  would  be  allocated.  The  provision 
is  unworkable  and  undesireabie  and  should  be  dropped.  As  we  stated  in 
our  testmony  the  provision  would  make  thrift  instittions  worse  off. 

During  1981,  there  were  only  three  months  when  net  new  deposits 
increased.  As  long  as  interest  rates  remain  high,  and  depository 
institutions  lack  the  instruments  to  compete  with  money  market  funds 
tfiere  is  little  chance  of  substantial  increase  in  net  new  deposits. 
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5d.  This  provision  would  be  itforkable  but  is  undesireable.  Thsre  are 
problems  with  it  as  written  because  institutions  would  have  an 
incentive  to  keep  below  3  %  net  worth  once  they  receive  aid.  This 
could  be  done  by  selling  low  rate  mortgages  which  would  keep  their  net 
vK>rth  below  3%  and  is  a  backdoor  way  of  resolving  the  low  interest 
rate  mortgage  problem.  If  allo%i^  to  occur,  this  %#ould  increase  the 
costs  of  the  program  imnensely.  The  conditions  set  on  the  payments 
would  be  very  difficult  to  monitor.  It  is  unclear  how  this  could  be 
accomplished. 
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The  nlB  tfis^greeaent  betMcn  the  tMO  sti<d1es.  m6  tlie  one  taith  Mjor 
policy  iaplicatuMs.  is  the  difference  Im  tl;e  cast  of  assisted  aergers  to 
•Id  the  distressed  institytions.    Urron  concliideo  th«t  the  net  cost  of  Assisted 
■eiders  coyld  rexh  S6.4  billion  for  the  FSLIC  and  VZA  billion  fior  the  FOIC 
through  1963.     SinlUr  figMres  for  the  Hharton  study  through  1983  ar«  $41.3 
billion  «nd  S13.^  appnuiaitely  7  ti«es  the  estinati...  by  Carron. 

The  differences  hi  cost  estiaites  could  arise  froa  two  sources,  the  estiaited 
madier  of  Institutions  aided  could  differ  in  the  tm  studies  or  the  calculation 
of  the  cost  of  aid  for  each  institution  could  differ.    This  icno  presents  the 
assi0i|ytions  used  and  analyses  the  reasons  for  the  difference  in  costs. 

I.     Basic  assimptions  of  the  aodels 

The  ttiarton  study  looks  at  the  cost  of  aid  under  different  scenarios.     Tbe  base 
or  *BDSt  likely'  scer^rio,  (the  publicized  results  have  assisted  this  scenario) 
asstfKS,  aaong  other  things,  that  personal   tax  rates  decrease  by  lOt  on  July 
1,  1982.  and  again  on  July  1,  1933.     Also,  the  Feo  Mintains  its  policy  of 
restraining  the  growth  of  aoney  supply,  resulting  in  an  N-1  growth  of  6.?' 
and  5.2S  in  1933.     This  results  in  a  3  ronth  Treasury  bill   rate  of  13.3fc  in  ISd*, 
14. 3X  in  1983,  and  12. 7w  in  1984.     Carron  assumes  three  different  Interest  rate 
asstnptions:     opti»istic,  consensus  and  pessiristic.     The  average  six-rm-nth 
Treasury  bill  discount  rate  over  the  196l-fi3  period  for  the  three  assumptions 
is  11.70,  12.71  and  13.60  respectively.     The  pessiwistic  assunption  corresponds 
relatively  well   to  Wharton's  base  scenaiio. 

The  studies  examine  the  cost  of  aid  to  savings  and  loan  associations  as  well 
as  to  Mutual  savings  banks.     Since  the  conclusions  given  in  this  memo  are  relevant 
for  both  groups,  the  results  for  the  savings  and  loans  will     be  emphasized. 
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The  Wharton  study  estimates  many  different  variations  on  their  model.     This 
concentrates  on  their  results  that  have  been  most  heavily  publicized.    Those  results 
assume  the  "most  likely"  economic  conditions,  as  well  as  a  turnover  rate  of  twelve 
and  a  half  years  for  mortgage  portfolios. 

II.  Number  of  institutions  aided. 

Each  study  makes  different  assumptions  about  when  the  institutions  are  eligible  for 
aid.     The  Wharton  study  assumes   that  did  is  given  when  the  net  worth  to  asset  ratio 
of  an  institution  reaches  a  certain  poirit,  eithi^r  0  percent  or  I  percent.     Carron 
uses  a  different  criterion  tor  trie  rioint  at  which  aid  is  needed. 

"The  ultimate  ciiterion  of  viability  is  whether  there  exists  sufficient 
net  worth  to  al  lev/  positive  net  income  at  some  future  time  when  the 
nteres     rate  yiti  d  cur^e  is  norrial,  assets     have  been  fully  marked 
down  to  narket  va  ue      nd  liabilities  earn  a  market  rate  of  return  in  a 
deregul  tod  environjiient.     This   indicator  of  lon^-run  viability  can  be 
used  in  conjunction  with  other  criteria  such  as  net  worth  ratios  (net 
worth  to  assets  or  net  worth  to  nft  income)  and  liquidity  ratios 
(liquid  assets  to  savings  plus  short-term  borrowings)   to  assess  the 
performance  of  the  industry."   1 

Carron  also  taKes  into  account  the  fact  that  some  institutions  may  not  be  viable 
because  of  high  operating  cost  resulting  from  bad  management  or  small  size  rather 
than  market  conditions.     He  does  this  by  comparing  the  operating  costs  of  Institution 
to  the  industry  average.     He  concludes  that  many  of  the  non-viable  Institutions  will 
be  merged  with  healthier  firms  and  would  not  need  assistance  from  the  FSLIC  or  FOIC. 

Because  of  the  different  methods  of  determining  which  Institutions  need  aid. 
particularly  since  Carron  takes  into  account  unassisted  mergers,  the  number  of 
institutions  aided  may  differ  and  cause  the  variation  in  the  cost  estimates. 
However,  this  does  not  seem  to  be  the  case.     Table  1  lists  the  number  of  Institutions 

tied  under  each  study.     Ihf^  numbers    although  different,  are  comparable. 
Wharton    uiifig  net  wortM  criterion  of  \%  estimates  154  savings  and  loans  will  need 
assistance  In  1982  and  388  will  need  assistance  in  1983,  totaling  542.     Carron 
estimates  that  through  1983  under  the  conservative  assumption  347  would  need  assis- 
tance through  1983  and  under  the  pessimistic  assumption  625  would  need  assistance 
through  1983.     His  estimates  bracket  the  Wharton  studies  estimates.     This  would 
indicate  that  the  difference  in  the  cost  estimates  is  due  to  the  assumption  of 
the  cost  of  aid  for  the  institutions. 

III.  Cost  of  aiding  non-viable  institutions 

Carron  does  not  give  any  explanation  of  how  he  calculates  the  cost  of  FSLIC  aid 
to  the  institutions.     However  the  cost  would  be  due  to  taking  over  of  low  rate  assets, 
cash  grants  to  the  merger  partner  or  other  aid  to  facilitate  the  merger.     The  Wharton 
study  is  much  more  explicit  in  its  determination  of  the  cost  of  aid.     It  assumes  the 
following  for  assisted  mergers: 

1 
Andrew  Carron,  The  Plight  of  the  Thrifts,  pg.  28 
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"The  FDIC  or  FSLIC  writes  off,  over  the  next  12  quarters,  any  FHLB  or 
Federal  Reserve  advances  currently  on  the  thrift's  books.     An  equiva- 
lent amount  of  assets  at  book  value  are  assumed  liquidated  by  the 
Insurer.     The  insurer  can  be  expected  to  receive  about  60i  on  the 
dollar  from  the  liquidation  of  these  assets.     If  the  thrift  has  no  ad- 
vances the  insurer  may  still  assume  some  of  the  assets  of  the-mftrgad  - 
thrift.     The  proportion  of  assets  assumed  >»as  about  19X  in  the  Green- 
wich merger,  and  less  in  later  merger.     The  proportion  of  assets 
assumed  by  the  insurer  can  be  varied  in  the  program.    The  tables  in 
Section  4  show  the  costs  when  net  up  front  losses  to  the  insurer  are 
2%  or  4X  of  the  assets.     Any  ongoing  losses  of  the  thrift  are  paid  for 
by  the  insurer  as  part  of  the  income  maintenance  provisions. "2 

•As  can  be  seen  in  table  1,  Carron  estimates  the  cost  of  the  savings  and  loan  assisted 
mergers  under  the  pessimistic  assumption  to  be  $6.4  billion.     To  determine  how 
realistic  this  is,  we  can  compare  the  cost  of  aid  to  the  assets  of  the  aided  institutions 
(year  end  1980)  of  $83.4  billion.     The  estimated  cost  of  assistance  is  7.67X  of  the 
assets  of  the  institutions  aided.    This  Is  in  line  with  the  estimates  of  the  costs  to 
the  FSLIC  of  assisted  mergers  for  the  last  half  of  1981.     Pratt,  in  recent  testimony, 
stated  that  for  the  last  7  months  of  1981,  there  were  23  assisted  mergers  of  institutions 
totaling  $12.3  billion  in  assets,  with  a  present  value  cost  to  the  FSLIC  of  $633 
million  or  5. IX  of  assets. ^    Thus  the  Carron  estimates  should  be  a  reasonable  estimate 
of  the  cost. 

The  Wharton  study  gives  two  different  estimates  of  the  cost  of  assisted  merger 
depending  upon  the  percent  of  assets  taken  over.     If  2%  of  assets  are  taken  over, 
the  cost  would  be  $27.7  billion  through  1983.     If  4%  of  the  assets  were  taken  over, 
the  cost  would  be  $37.2  billion  through  1983.     These  estimates  are  4  to  6  times 
higher  than  Carron  estimates.    The  Wharton  study  does  not  give  the  assets  of  the 
aided  institution  so  it  is  impossible  to  calculate  the  cost  as  a  percent  of  assets. 
However,  since  the  calculation  of  the  number  of  Institutions  aided  Is  less  In  the 
Wharton  study  than  under  Carrons  pessimistic  scenario,  the  difference  in  cost  estimates 
must  be  due  to  a  higher  net  cost  of  aid  to  the  FSLIC  per  institution,  much  higher 
than  that  estimated  by  Carron  or  indicated  by  previous  mergers. 

IV    Conclusion 

The  difference  in  cost  estimates  seems  to  be  due  to  the  difference  in  calculating 
the  cost  of  assisted  mergers  per  institution.     Carron 's  estimates  agree  closely  with 
the  experience  of  the  FSLIC  in  the  last  7  months  of  1981.     The  higher  Wharton  estimate 
may  be  due  to  not  assuming  purchase  accounting  as  well  as  ignoring  the  recent  ex- 
perience of  the  FSLIC  or  the  POIC.     This  can  be  checked  by  assuming  the  higher  merger 
cost  that  occurred  in  early  1981.    Mergers  in  the  first  part  of  1981  by  the  FSLIC  had 
a  present  value  cost  to  the  FSLIC  estimated  at  22%  at  assets  of  mergers  institution. 
Using  this  figure  and  Carron's  estimate  of  the  assets  of  non-viable  institutions 
assisted  by  the  FSLIC,  the  cost  would  be  $18.2  billion  ($83.4  billion  x  .22).     This 
Is  still  significantly  lower  than  the  cost  estimates  of  the  Wharton  study,  which  range 
from  $27.7  to  $37.2  billion. 

If  one  accepts  the  estimates  of  the  number  aided,  and  they  are  fairly  consistent 
between  the  two  studies,  the  difference  in  estimated  cost  must  be  due  to  a  much  higher 
cost  of  aiding  each  institution.     The  Wharton  estimate  is  too  high  and  does  not 
accurately  reflect  the  cost  of  assisted  mergers. 

2 

Wharton  Econometric  Forecasting  Associates,  Report  on  the  Financial  Implications  of 
Different  Government  Policies  for  the  Thrift  Industry."  pg.  11 

3 

Statement  of  Richard  T.  Pratt,  Chairman  of  the  FHLBB  on  H.R.  5S68,  March  24,  1982, 
pg.  11-12 
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Brookings 


Table  1 

Comparison  of  Wharton  and  Brooking  Analysis 

of  Aid  to  Thrift  Institutions 


Number  of  S&L's  viable 
with  merger,  not  requiriog 
assistance 
(through  1983) 


Interest  rate  Assumption 
Optimistic  Consensus 


412 


S&L's  requiring  assistance 
(through  1983) 

Number 

197 

Assets 

($  Billions) 

26.7 

Cost  of  Assistance 

($  Billions) 

2.5 

433 


Pessimistic 
451 


347 

625 

48.8 

83.4 

4.1 

6.4 

Wharton 


Savings  and  Loans  Requiring  Assistance 


1982, 

1983 

Total  through  1983 


lumber 

Cost  Assuming 
Net  Up  Front  Loss  as 
Percent  of  Assets 
($  Billions) 

2X 

4S 

154 

3.4 

4.6 

388 

24.3 

32.6 

542 

27.7 

37.2 
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U^  HOUSE  OF  REPRESENTATIVES 

[  Oa  UUKIK.  FmMCZ  AMD  CMW 
WASHINGTON.  O.C    XOSXS 

««sri1  6.  1982 


Nr.  Kenneth  A.  Gwenther 

Executive  Director 

Independent  Bankers  Association 

of  taerlca 
16?5  flassachusetts  Avenue.  N.  U. 
Suite  202 
Uashington.  D.  C.  20036 

Dear  Ken: 

Your  recent  testiaony  on  H.R.  SS68,  the  Hok  Mortgage  Capital 
Stability  Act,  before  the  Subcovittee  on  Housing  and  CoHunlty 
Oevelopaent  has  been  received  with  great  interest  and  studied  closely 
by  Minority  Menbers  and  Coamittee  staff. 

Unfortunately,  the  Halted  aaount  of  tiae  available  at  the 
hearings  did  not  perait  as  full  a  discussion  of  the  issues  as  we 
Mould  have  liked.  However,  the  Minority  staff  has  developed  a  series 
of  questions  designed  to  give  the  witnesses  a  fuller  opportunity  to 
present  their  views  for  the  record. 

It  would  be  very  helpful,  therefore,  if  you  would  respond  to 
the  attached  list  of  questions.  In  order  to  ensure  that  your  answers 
will  be  included  in  the  hearing  record,  they  should  be  received  no 
laUr  than  April  16. 

Thank  you  for  your  cooperation. 

Sincerely, 


J.  Uilliaa  Stanton 
JWSrbfd 
AtUchment 
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QUESTIONS  FOR  MR.  HARRIS: 

1.   ON  PAGES  3  AND  4  YOU  STATE,  "THE  PROSPECT  OF  CONTIN- 
UING HIGH  FEDERAL  DEFICITS  FOR  YEARS  TO  COME  IS  LARGELY  RESPONSI- 
BLE FOR  HIGH  LONG-TERM  INTEREST  LEVELS  WHICH  EXACERBATE  THE 
THRIFT  CRISIS,...   IT  IS  THEREFORE  IMPERATIVE  THAT  THE  CONGRESS 
AND  THE  ADMINISTRATION  GET  ON  WITH  THE  JOB  OF  BRINGING  OUR  NA- 
TION'S BUDGET  INTO  BETTER  BALANCE." 

ON  PAGE  10  YOU  STATE,  "NO  ONE  LIKES  TO  CONTEMPLATE  A 
THRIFT  ASSISTANCE  PROGRAM  COSTING  BILLIONS  AT  A  TIME  WHEN  PRO- 
JECTED FEDERAL  DEFICITS  ARE  STAGGERING.   BUT  THE  COST  IS  THERE 
AND  IT  WILL  BE  PAID  ONE  WAY  OR  ANOTHER." 

HOW  CAN  CONGRESS  AND  THE  ADMINISTRATION  BRING  THE  BUDGET 
INTO  BETTER  BALANCE  AND  AT  THE  SAME  TIME  FINANCE  A  MASSIVE  AS- 
SISTANCE PROGRAM  FOR  THRIFT  INSTITUTIONS? 

SHOULD  CONGRESS  BE  CONCERNED  THAT  THE  ENACTMENT  OF  SUCH 
A  PROGRAM  MIGHT  EXACERBATE  THE  CURRENT  ECONOMIC  PROBLEMS  BY  CON- 
TRIBUTING TO  FEARS  OF  CONTINUED  HIGH  DEFICITS,  AND  HIGH  INTEREST 
RATES,  AND  TO  FEARS  OF  RENEWED  INFLATION,  AND  THAT  AN  ADVERSE 
REACTION  IN  THE  FINANCIAL  MARKETS  MIGHT  DRIVE  INTEREST  RATES  UP 
AND  FURTHER  ENDANGER  INSTITUTIONS  WHICH  DEPEND,  FIRST  AND  FORE- 
MOST, UPON  INTEREST  RATE  RELIEF  TO  IMPROVE  THEIR  PROSPECTS  FOR 
SURVIVAL? 
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2.  ON  PA6E  5  YOU  STATE,  "THERE  MAY  WELL  BE  A  SHALL  NUMBER 
OF  COMMERCIAL  BANKS  WITH  MORTGAGE  PORTFOLIOS  IN  EXCESS  OF  TWEN- 
TY PERCENT  OF  ASSETS  WHO  FACE  CRITICAL  NET  WORTH  PROBLEMS.   .... 

I  WOULD  URGE  THAT  THE  LEGISLATION  BE  PREFECTED  TO  PERMIT  PARTI- 
CIPATION BY  THOSE  COMMERCIAL  BANKS  WHO  REQUIRE  SUCH  ASSISTANCE. 
THIS  WILL  REQUIRE  A  RECOGNITION  THAT  THE  TWO  PERCENT  NET  WORTH 
LEVEL  SPECIFIED  IN  THE  INITIAL  BILL  IS  IRRELEVANT  TO  COMMERCIAL 
BANKS,  (WHICH)  WOULD  BE  UNLIKELY  TO  BE  PERMITTED  TO  FALL  BELOW 
A  SIX  PERCENT  NET  WORTH  LEVEL  BY  OUR  REGULATORS." 

HOW  MANY  BANKS  DO  YOU  ESTIMATE  WOULD  BE  ELIGIBLE  UNDER 
YOUR  FORMULA? 

CAN  YOU  SUGGEST  AMENDATORY  LANGUAGE  TO  MAKE  THESE  BANKS 
ELIGIBLE? 

3.  ON  PAGES  6  AND  7  YOU  STATE  THAT  ASSISTANCE  LEGISLATION 
FOR  TROUBLED  DEPOSITORY  INSTITUTIONS  "CAN  BRING  THE  RUSH  OF  MER- 
GERS TO  A  VIRTUAL  HALT,  AND  THEREBY  LIMIT  THE  FINANCIAL  CONCEN- 
TRATION AND  LOSS  OF  LOCAL  CONTROL  WHICH  ACCOMPANIES  SUCH  ACTIONS 

(,)  AND  IT  AVOIDS  THE  DISASTROUS  IMPACT  ON  OUR  FINANCIAL  STRUC- 
TURE THAT  WOULD  RESULT  WERE  THE  FEDERAL  RESERVE  BOARD  TO  PERMIT 
THE  TAKEOVER  OF  A  SAVINGS  AND  LOAN  BY  A  BANK  HOLDING  COMPANY 

(WHICH)  WOULD  UNDERMINE  THE  INTRASTATE  BRANCHING  SYSTEMS  OF  THE 

SEPARATE  STATES,  ERASE  THE  BOUNDARY  LINE  BETWEEN  BANKING  AND  COM- 
MERCE, AND  ERODE  THE  DOUGLAS  AMENDMENT  TO  THE  BANK  HOLDING  COM- 
PANY ACT(,  WHICH  WOULD)  DESTROY  THAT  EMBODIMENT  OF  FEDERALISM  ... 
WHICH  ACCORDS  THE  STATES  A  DOMINANT  VOICE  IN  DETERMINING  THE  FI- 
NANCIAL STRUCTURE  WITHIN  THEIR  BORDERS.   THIS  SYSTEM  RECOGNIZES 
THE  IMPORTANCE  OF  LOCAL  DECISION-MAKING  IN  THE  GRANTING  OF  CRED- 
IT, AND  THE  DANGERS  OF  EXCESSIVE  FINANCIAL  CONCENTRATION. " 
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ASSUMING  THAT  IT  WOULD  BE  DESIRABLE  TO  MAINTAIN  THE  SYSTEM 
YOU  DESCRIBE,  IS  IT  PRACTICAL  TO  DO  SO  IN  THE  FACE  OF  RAPID  INNCf- 
VATION  IN  COMMUNICATIONS  TECHNOLOGY? 

IS  IT  NOT  LIKELY  THAT  ATTEMPTS  TO  MAINTAIN  THE  PRESENT 
SYSTEM  MILL  BE  SUBJECT  TO  INCREASING  PRESSURE  AS  SMALL  BANKS 
FIND  IT  INCREASINGLY  DIFFICULT  TO  SUPPORT  THEIR  EXISTING  OVER- 
HEAD?  WHO  WILL  PAY  TO  MAINTAIN  THIS  SYSTEM,  IF  IT  TURNS  OUT 
THAT  PERIODIC  SUPPORT  FOR  TROUBLED  INSTITUTIONS  IS  NECESSARY? 

IS  THE  CONCENTRATION  WHICH  YOU  FEAR  NOT  MITIGATED  BY  THE 
ENTRY  OF  NONDEPOSITORY  AND  OUT-OF-STATE  FIRMS,  WHICH  OFFER  THE 
RETAIL  CUSTOMER  AN  EXPANDED  CHOICE  AND  A  PLACE  TO  APPEAL  AN  AD- 
VERSE CREDIT  DECISION  BY  A  LOCAL  INSTITUTION? 

4.   ON  PAGE  9  YOU  ASK  WHETHER  ADDITIONAL  ASSISTANCE  IS 
REQUIRED,  "TO  PRESERVE  THE  DECISION-MAKING  ROLE  OF  THE  CONGRESS 
ON  BASIC  PUBLIC  POLICY  ISSUES(,  GIVEN  THAT)  "A  CONTINUED  MERGER 
WAVE,  PARTICULARLY  WERE  IT  TO  INVOLVE  BANK  HOLDING  COMPANY  TAKE- 
OVERS OF  SAVINGS  AND  LOANS  ...  WILL  EFFECTIVELY  VOID  A  LARGE  BODY 
OF  STATE  AND  FEDERAL  LAW. 

"IF  CHANGES  IN  THE  FINANCIAL  STRUCTURE  ARE  TO  COME,  THEY 
SHOULD  BE  THE  RESULT  OF  CAREFUL  AND  REASONED  DELIBERATION,  NOT 
SECRET  WEEKEND  MERGERS.   IF  INDIVIDUAL  INSTITUTIONS  ARE  TO  DIS- 
APPEAR, IT  SHOULD  BE  BECAUSE  THEY  HAVE  BEEN  ELIMINATED  BY  FREE 
COMPETITION,  AND  NOT  BECAUSE  THE  DEREGULATION  TRANSITION  HAS 
BEEN  MISHANDLED. " 

HOW  LONG  CAN  THE  PROCESS  OF  DELIBERATION  WHICH  YOU  DE- 
SCRIBE BE  PERMITTED  TO  CONTINUE  WITHOUT  THE  COSTS  OF  ASSISTING 
NONCOMPETITIVE  DEPOSITORY  INSTITUTIONS  BECOMING  EXCESSIVELY  HIGH? 
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IS  THERE  NOT  AN  EQUAL  DANGER  THAT  AS  TINE  GOES  ON,  IN- 
STITUTIONS WHICH  WOULD  HAVE  BEEN  ELIMINATED  BY  FREE  COMPETITION 
WILL  BE  PRESERVED,  AT  GREAT  COST  TO  THE  TAXPAYERS  AND  TO  THE 
GENERAL  ECONOMY? 

5.  ON  PAGE  12  YOU  STATE,  "THE  IBAA's  OPPOSITION  TO  THE 
GRANTING  OF  COMMERCIAL  ACCOUNT  AND  LENDING  POWERS  TO  THRIFTS 
IS  BASED  UPON  THE  DAMAGE  THIS  WOULD  WREAK  UPON  THE  FINANCIAL 
STRUCTURE,  IN  ADVANCE  OF  ADEQUATE  CONGRESSIONAL  DELIBERATION 
REGARDING  THE  UNDERLYING  PUBLIC  POLICY  CONSIDERATIONS,  INCLUD- 
ING THE  ISSUE  OF  THE  INSTITUTIONAL  STRUCTURE  FOR  THE  FUTURE 
FINANCING  OF  OUR  NATION'S  HOUSING  NEEDS." 

HOW  DO  YOU  RESPOND  TO  THE  STATEMENTS  BY  THE  CHAIRMEN  OF 
THE  FDIC  AND  THE  FEDERAL  HOME  LOAN  BANK  BOARD  THAT  THE  GREATEST 
NEED  OF  THE  THRIFT  INSTITUTIONS  IS  FOR  NEW  POWERS,  TO  ENABLE  THEM 
TO  COMPETE  IN  THE  BROAD  MARKET  PLACE,  THAT  THIS  WOULD  SERVE  THE 
LONG-RUN  INTERESTS  OF  HOUSING  FINANCE?   IN  LIGHT  OF  THE  DAMAGE 
WHICH  HAS  ALREADY  BEEN  DONE  TO  THE  ABILITY  OF  THRIFT  INSTITUTIONS 
TO  FINANCE  HOUSING,  CONFIRMED  BY  THE  REGULATORS  OF  THESE  INSTITU- 
TIONS, AND  IN  LIGHT  OF  THE  SUPPORT  FOR  HOUSING  PROVIDED  BY  OTHER 
INSTITUTIONS  AND  BY  THE  SECONDARY  MARKET,  IS  IT  REASONABLE  TO 
BELIEVE  THAT  SUPPORT  FOR  HOUSING  BY  THRIFT  INSTITUTIONS  CAN  EVER 
RETURN  TO  FORMER  LEVELS  IN  THE  ABSENCE  OF  NEW  POWERS? 

6.  ON  PAGE  13  YOU  ELABORATE  ON  YOUR  OPPOSITION  TO  THE 
GRANTING  OF  COMMERCIAL  POWERS  TO  THRIFT  INSTITUTIONS  ON  THE 
GROUND  THAT  SUCH  POWERS  WOULD  NOT  NECESSARILY  HELP  THRIFT  IN- 
STITUTIONS.  YOU  STATE,  "COMMERCIAL  POWERS  ARE  NOT  THE  ONLY 
ROUTE  TO  THAT  OBJECTIVE  (OF  ATTAINING  PROFITABILITY)." 
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GIVEN  THAT  COMMERCIAL  POWERS  ARE  NOT  THE  ONLY  ROUTE, 
SHOULD  THOSE  THRIFT  INSTITUTIONS  FOR  WHOM  IT  MAY  BE  THE  MOST 
PROMISING  ROUTE  NOT  HAVE  AN  OPPORTUNITY  TO  MAKE  USE  OF  IT? 
IS  IT  YOUR  GREATEST  CONCERN  THAT  INDEPENDENT  BANKS  MIGHT 
SUFFER  LOSS  OF  MARKET  SHARE  AS  A  RESULT  OF  COMPETITION  FROM 
THRIFT  INSTITUTIONS? 

SPECIFICALLY,  WHAT  IS  YOUR  POSITION  ON  H.R.  5414,  A  PRO- 
POSAL BY  REP.  BILL  GRADISON  TO  PERMIT  THRIFT  INSTITUTIONS  TO 
OFFER  NOW  ACCOUNTS  TO  STATE  AND  LOCAL  GOVERNMENTS? 

7.  ON  PAGE  14  YOU  REFER  TO  A  STATEMENT  BY  SANFORD  ROSE 
IN  THE  MARCH  23  AMERICAN  BANKER  THAT,  "IF  THE  SAVINGS  BANKS 

AND  SAVINGS  AND  LOANS  HAD  UNDERTAKEN  TO  HEDGE  THEIR  MONEY-MARKET 
CERTIFICATES  WHEN  THE  CERTIFICATES  WERE  FIRST  INTRODUCED  IN  MAY 
1978,  THERE  WOULD  TODAY  BE  NO  CRISIS  IN  THE  THRIFT  INDUSTRY." 

YOU  SUGGEST  THAT  THIS  MEANS  THAT  THE  THRIFT  INSTITUTIONS 
COULD  RETURN  TO  SPECIALIZATION  IF  THEY  WOULD  MAKE  USE  OF  THE 
FUTURES  MARKET.   PERHAPS  A  MORE  POWERFUL  IMPLICATION  IS  THAT 
THE  PROBLEMS  FACED  BY  THESE  INSTITUTIONS  ARE  DUE  IN  SUBSTANTIAL 
PART  TO  BAD  MANAGEMENT,  RATHER  THAN  TO  ECONOMIC  CONDITIONS 
BEYOND  THEIR  CONTROL. 

PLEASE  COMMENT. 

8.  ON  PAGE  10  YOU  STATE,  "A  STUDY  JUST  RELEASED  BY  WHAR- 
TON ECONOMETRIC  FORECASTING  ASSOCIATES  PROJECTS  THAT  ASSISTANCE 
BY  MERGER  COULD  COST  MORE  THAN  TWICE  AS  MUCH  AS  DIRECT  ASSISTANCE 
VIA  MORTGAGE  WAREHOUSING  IT  IS  IMPERATIVE  THAT  THE  CONGRESS 
REVIEW  THAT  ANALYSIS  AND  EVALUATE  ITS  ACCURACY." 

WHAT  IS  YOUR  EVALUATION  OF  THE  ACCURACY  OF  THE  STUDY  AND 
OF  THE  RELATIVE  COSTS  OF  ALTERNATIVE  MEASURES  TO  ASSIST  THRIFT 
INSTITUTIONS? 
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.   9.   WITH  RESPECT  TO  EACH  OF  THE  FOLLOWING  PROVISIONS  OF 
H.R.  5568,  PLEASE  ANSWER  THE  FOLLOWING  GENERAL  QUESTIONS: 

1.  HOW  WOULD  THE  PROVISION  WORK  IN  PRACTICE? 

2.  WOULD  YOU  DESCRIBE  THE  PROVISION  AS  -DESIRABLE"? 

3.  WOULD  YOU  DESCRIBE  THE  PROVISION  AS  -WORKABLE"? 

4.  WHAT  SUGGESTIONS  WOULD  YOU  OFFER  TO  AMEND 

THE  PROVISION? 
a-   THE  CAPIIAL  INFUSION  PROGRAM  DESIGNED  IQ  MAINIAIN  THg   NET 

WQBIH  OF  INDIVIDUAL  INSHiyilONS  AI  2%s.   HOW  MANY  INSTITU- 
TIONS (NUMBER  AND  TOTAL  ASSETS)  DO  YOU  ESTIMATE  WOULD  QUALIFY 
FOR  THE  PROGRAM  TODAY?   DO  YOU  BELIEVE  THE  SUPERVISORY  AGEN- 
CIES CAN  DETERMINE  ELIGIBILITY  WITH  REASONABLE  CERTAINTY 
AND  FAIRNESS?   SHOULD  LIMITATIONS  BE  PLACED  UPON  THE  PRE- 
ROGATIVES OF  MANAGEMENT,  TO  ENSURE  THAT  THE  FEDERAL  INTEREST 
IS  PROTECTED  AND  TO  CREATE  A  DISINCENTIVE  FOR  INSTITUTIONS 
TO  APPLY  FOR  ASSISTANCE? 

b.  THE  REP0RIIN6  AND  kiWDlNB  PRAQUQg  BEQUiBiMgrilgs.   WHAT  IS 
MEANT  BY  LENDING  PRACTICES?   WOULD  THE  NEED  TO  ADMINISTER 
THIS  PROVISION  PLACE  AN  UNDUE  BURDEN  ON  THE  ALREADY  STRAINED  ' 
RESOURCES  OF  AGENCIES  AND  OF  DEPOSITORY  INSTITUTIONS? 

c.  Tdi  REQUIREMENJ  IHAI  NOJ  LESS  JHAN  §Q/J  OF  ANNUAL  NEJ  Ngy 
DEPOSIJS  BE  INVESIED  IN  SINgLEzEArilLY  OgRIGegES  FOR  FIRSIr 
IIME  HOMEBUYERS  WHO  WOULD  PAY  17.  ABOVE  JHi  lySIliyilQNlS 
QQSI  OF  FUNDSi   IS  IT  ANTICIPATED  THAT  THERE  WILL  BE  ANY 
"NET  NEW  DEPOSITS"  AT  ALL?  HOW  MANY  INDIVIDUALS  WOULD  QUALIFY 
AS  FIRST-TIME  HOMEBUYERS,  AND  HOW  WOULD  INSTITUTIONS  ALLO- 
CATE LIMITED  FUNDS  AMONG  NUMEROUS  APPLICANTS? 

d.  IHE  PROVISION  FOR  QUARIERLY  liARNIN@§  SIABILI^AIIQN  PAY^ 
MENIS^:   IS  IT  SOUND  PUBLIC  POLICY  TO  PROVIDE  "EARNINGS  STA- 
BILIZATION" INSURANCE  TO  DEPOSITORY  INSTITUTIONS?   ARE  THE 
FIGURES  FOR  "EARNINGS  LOSSES"  SUBJECT  TO  UNDUE  MANIPULATION 
BY  THE  INSTITUTIONS?   HOW  WOULD  THE  AGENCIES  DETERMINE  THAT 
PAYMENTS  MAY  CONTINUE  AND  MAKE  THE  REQUIRED  CERTIFICATION 
"THAT  THE  CONTINUED  EARNINGS  LOSSES  INVOLVED  ARE  CAUSED  BY 
GENERAL  MARKET  CONDITIONS  AND  NOT  BY  THE  ACTIONS  OF  SUCH 
QUALIFIED  INSURED  INSTITUTION"? 
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BANKERS  ASSOGATION  OF  AMERICA 

162S  MASSACHUSEHS  AVENUE  N  W     SUITE  202  WASHIM6T0N.  DC  20036  20^/^3^MtO 

April  16,  1982 


Honorable  J.  Williain  Stanton 
Committee  on  Banking,  Finance 

and  Urban  Affairs 
House  of  Representatives 
2129  Rayburn  House  Office  Building 
Washington,  D.  C.   20515 

Dear  Bill: 

I  was  pleased  to  learn  of  the  great  interest  with 
which  this  Association's  testimony  concerning  H.R.  5568 
was  received  by  Minority  Members  and  Banking  Committee 
staff.   I  am  enclosing,  for  your  consideration  and  review, 
our  responses  to  the  set  of  questions  which  accompanied 
your  letter  of  April  6.   I  certainly  hope  that  this 
elaboration  will  prove  of  assistance  in  fashioning 
a  legislative  response  which  adequately  responds  to 
the  plight  of  thrift  institutions  and,  in  so  doing, 
strengthens  the  depository  system  and  lays  the  ground- 
work for  an  era  of  vigorous  but  fair  competition. 

The  IBAA  is  very  pleased  to  cooperate  in  this 
manner. 

The  IBAA  family  %#ould  like  to  take  this  opportunity 
to  wish  you  a  quick  and  speedy  recovery. 

Sincerely, 

Kenneth  A.  Guenther 
Executive  Director 

Enclosure 

cc  w/  enc:      Hon.   Fernand  J.    St  Germain 
Hon.    Henry  B.    Gonzalez 
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Response  of  the  Independent  Bankers  Association  of  America 
to  Questions  Propounded  by  the  Minority  Staff  of  the  House 
Committee  on  Banking,  Finance  and  Urban  Affairs  Concerning 
H.R.  5568,  "The  Home  Mortgage  Capital  Stability  Act" 


1.    In  our  testimony  we  advocate  a  two-tier  approach  to 

thrift  assistzmce.   The  initial  step  %fould  be  to  enact 
H.R.  5568  in  its  revised  form,  which  will  require 
appropriations  but  no  outlays  except  in  rare  instances 
of  thrift  liquidation.   This  step  will  have  no  impact 
on  the  federal  deficit.   It  will  buy  time. 

That  additional  time  %irould  be  used  for  step  two. 

Its  first  component  is  the  reaching  of  a  consensus, 
by  the  Congress  and  the  Administration,  on  a  budget 
and  tax  strategy  which  holds  out  the  prospect  of 
declining  deficits  during  the  next  few  years. 

Its  second  component  is  the  enactment  of  the  Regulators' 
bill  in  the  form  in  which  it  %#on  overwhelming  House 
approval. 

Its  third  component  recognizes  that  a  lengthy  period 
of  continuing  high  interest  rates  will  undermine  the 
benefits  of  a  net  %forth  stabilization  plan,  2md  will 
culminate  at  some  point  in  the  need  for  either  a  very 
large  number  of  assisted  mergers,  or  direct  financial 
assistance.   To  prepare  for  that  contingency ,  the 
Congress  must  consider  what  steps  best  meet  the  goals 
of  permitting  meaningful  deregulation  of  depository 
institutions,  lest  banks  also  join  the  ranks  of 
troubled  institutions  maintaining  public  confidence 
in  the  financial  system;  and  providing  the  most  cost- 
effective  means  of  meeting  those  objectives. 

Of  course,  the  Congress  must  be  concerned  about  the 
budgetary  impact  of  a  direct  cash  infusion  strategy. 
But,  before  rejecting  that  means  out -of -hand,  it  must 
also  consider  the  potential  impact  on  the  federal 
deficit,  on  the  economy  and  on  public  confidence, 
of  no  action   The  recently  passed  "Full  Faith  and 
Credit   Resolution,  as  well  as  public  statements  of 
the  Secretary  of  the  Treasury,  make  clear  that  general 
Treasury  funds  vill  be  drawn  down  if  the  deposit 
insurance  funds  are  reduced  to  zero  by  mergers  and 
liquidations   The  cost  of  that  E^ventuality  must  be 
compared  to  that  of  mortgage  warehousing  and  other 
alternative  approaches. 
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2.    The  number  of  banks  who  would  be  eligible  for  net 
worth  stabilization  would  be  extremely  limited. 
According  to  the  FDIC*s  1980  Annual  Report,  the  number 
of  problem  banks  at  the  end  of  that  year  stood  at  217 
(1.5  percent  of  all  banks).   Although  unfavorable 
economic  conditions  may  have  caused  the  number  of 
problem  banks  to  increase  since  that  time,  the  total 
is  probably  still  below  the  previous  peak  of  385 
reached  in  November,  1976.   The  number  of  banks 
eligible  for  net  worth  stabilization  would  be  a 
subset  of  this  group,  inasmuch  as  the  institution 
would  have  to  meet  the  test  of  having  at  least  20 
percent  of  assets  invested  in  residential  mortgages, 
as  well  as  the  other  conditions  set  out  in  H.R.  5568. 


J 


fi 

We  would  suggest  that  the  eligibility  level  for  "^ 

commercial  banks  be  set  in  accordance  with  the  ^ 

standards  for  capital  adequacy  set  by  their  federal  ^ 
regulator.   Commercial  banks  overseen  by  the  Comptroller 

of  the  Currency  or  the  Federal  Reserve  Board,  therefore,  *^ 

should  become  eligible  to  participate  when  they  enter  •% 

the  "Zone  3"  total  capital  to  total  assets  ratio,  as  ^tig' 

set  out  in  the  joint  statement  issued  by  those  agencies  ^^ 

regarding  "Capital  Adequacy  Guidelines"  on  December  17,  ^^^ 

1981.   That  ratio  would  be  below  5.5%  for  regional  ^  ^ 

organizations,  and  below  6.0%  for  community  organiza-  ^^l 

tions.   As  for  banks  supervised  by  the  FDIC,  we  would  ''^^ 

suggest  that  eligibility  be  set  at  the  minimum  accept-  *fc^^ 

able  level  of  adjusted  equity  capital,  5%  of  adjusted  %|^*^ 

total  assets,  as  set  forth  in  that  agency's  December  17,  <^^^ 

1981,  "Statement  of  Policy  on  Capital".  *S^* 


We  would  also  suggest  that,  for  those  state-chair tered      ^k^*.?'^ 
banks  operating  in  states  which  have  set  a  higher  ^""^fc- 

minimum  standard  than  the  supervising  federal  agency,      i^7  ^ 
the  federal  agency  be  given  discretion  to  permit 
participation  in  the  net  worth  stabilization  progrstm 
where  the  granting  of  that  eligibility  would  be 
consistent  with  the  public  policy  aims  of  the 
authorizing  legislation. 


."^i* 
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The  IBAA  not  only  assimes  that  it  is  desirable  to  suiin- 
tain  the  dual  banking  syst^t,  but  asserts  that  it  is 
imperative  to  do  so  if  we  aire  to  maintain  a  decentralized 
finzmcial  syst^n  idiich  permits  local  decision--ma)cing  and 
is  consistent  with  our  Federalist  form  of  government. 
We  believe  that  rapid  innovations  in  conmunications 
technology  do  not  mandate  concentration  but  facilitate 
decentralization.   The  declining  cost  and  simplified 
operation  of  sophisticated  computer  services,  and  the 
development  of  bankers'  banks  to  provide  group  services 
to  independent  banks,  will  help  to  ensure  their  continued 
vi2U3ility.   We  also  believe  that  market  specialization 
and  quality  of  service,  rather  than  nationwide  reach 
and  a  supermarket  approach  to  services,  will  be  the  key 
to  fiscal  health  for  individual  institutions.   The 
cover  story  of  Business  Week's  April  12,  1982,  issue 
reached  the  same  conclusion. 

We  do  not  believe  that  maintenance  of  the  dual  banking 
system  makes  it  likely  that  small  b€mks  will  face 
increasing  difficulty  in  maintaining  their  overhead. 
According  to  the  Federal  Reserve,  small  banks  consistently 
outperformed  large  bzmks  during  the  adverse  period  of  1977 
to  1980.   Small  banks  earned  29  percent  of  the  income  of 
the  comoercial  banking  system  in  1980,  although  they  held 
only  19  percent  of  assets.   Their  return  on  assets  in  1980 
was  1.19  percent,  compaured  to  0.70  percent  for  large  banks. 
This  performance  permitted  small  banks  to  reduce  leverage 
while  improving  return  on  equity.   Capital  ratios  at  small 
banks  rose  57  basis  points  to  8.39  percent  during  the 
1977-80  period,  while  capital  ratios  for  banks  having 
assets  of  more  than  $1  billion  declined  27  basis  points 
to  4.55  percent.   These  far  higher  capital  ratios  put 
small  banks  in  a  much  better  position  to  withstand  and 
adjust  to  economic  adversity. 

The  IBAA  %#ould  suggest  that  the  Congress  should  be  more 
concerned  about  whether  large  banks  with  lower  capital 
ratios  may  not  find  themselves  in  severe  difficulties 
if  they  are  permitted  to  pursue  highly  leveraged  branching 
and  merger  and  acquisition  strategies. 

The  provision  of  Federal  deposit  insurance  means  that  the 
federal  government  ultimately  stands  behind  and  is  liable 
when  there  are  troubled  depository  institutions,  be  they 
large  or  small.   We  believe  that  the  dual  banking  system 
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helps  to  assure  the  safety  and  soundness  of  the  depository 
system,  mitigates  the  impact  of  institutional  failures, 
and  reduces  the  risk  that  public  funds  may  be  required 
to  assist  troubled  institutions. 

The  entry  of  nondepository  and  out-of-state  financial 
institutions  within  a  particular  market  in  no  way 
mitigates  the  increased  concentration  that  will  result 
at  the  national  level  if  bank  holding  companies  are 
permitted  by  an  altered  public  policy  to  acquire  thrifts, 
brokerage  houses,  etc.   The  major  new  nondepository 
competitors — the  money  market  funds— have  increased 
overall  financial  concentration  by  siphoning  large 
2unounts  of  capital  out  of  small  communities  2md  into 
the  commercial  paper  of  money  center  banks.   The  MMMFs 
will  continue  to  offer  the  retail  customer  a  higher  rate 
of  return  on  deposits  as  long  as  the  DIDC  refuses  to 
authorize  banks  to  offer  competitive  instruments,  but 
we  know  of  no  instance  in  which  the  retail  customer  has 
been  able  to  obtain  credit  from  a  MMMF. 

We  do  think  that  the  separation  of  the  loan  function 
and  the  deposit-taking  function  has  serious  public 
policy  implications.   These  t%^  functions  constitute 
the  definition  of  a  bank  under  the  Bank  Holding  Company 
Act. 

Again,  we  feel  that  the  Banking  Committees  of  the 
Congress  should  urgently  explore  whether  certain 
activities  such  as  the  offering  of  transaction 
accounts  should  be  limited  to  banks.   In  the  future, 
it  is  our  feeling  that  the  resolution  of  this  broader 
issue  will  have  important  ramifications,  not  only  for 
the  future  of  depository  institutions  but  also  for  the 
conduct  of  monetary  policy. 


The  length  of  the  deliverative  process  is  for  Congress 
to  decide.   What  we  have  attempted  to  point  out  in  our 
testimony  is  that  permitting  the  banking  structure  to 
be  altered  via  the  regulatory  fiat  inherent  in  a  wave 
of  assisted  mergers  would  usurp  the  policymaking  role 
of  Congress,  a  situation  we  assume  you  would  wish  to 
forestall. 
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The  level  of  interest  rates  over  the  coming  months 
will  set  the  length  of  time  in  which  the  thrift 
crisis  can  continue  without  additional  substantial 
costs  to  the  federal  government.  We  believe  the 
Congress  should  act  immediately  to  enact  a  net  worth 
stabilization  plan,  followed  by  expeditious  determina- 
tion of  the  most  cost-effective  means  of  dealing  with 
the  thrifts  if  interest  rates  remain  high. 

In  1980,  the  Congress  enacted  legislation  which  will 
result  in  total  deregulation  of  interest  rates  paid 
by  depository  institutions  in  1986.   It  is  unlikely 
that  interest  rate  ceilings  will  be  totally  deregulated 
before  that  date.   In  the  interim  transition  period, 
costs  to  the  economy  and  the  taxpayer  can  be  minimized 
through  DIDC  authorization  of  short-term  competitive 
products  with  which  depository  institutions  can 
compete  with  the  MMMFs  and  other  nonregulated 
financial  institutions. 


5.  We  believe  that  our  testimony  set  out  credible  evidence 
that  new  mortgage  instruments  and  utilization  of  the 
futures  meurket  can  achieve  the  same  end r— reduction  of 
interest  rate  risk — as  the  granting  of  commercial 
lending  powers  without  weakening  the  specialized  role 
of  thrift  institutions.   We  are  enclosing  an  article, 
reproduced  from  the  February  7,  1982,  San  Antonio 
Express  News,  which  demonstrates  that  a  thrift  which 

IS  not  burdened  by  a  low-yielding  mortgage  portfolio 
can  be  highly  profitable  without  resort  to  commercial 
banking  powers.   Highly  responsible  regulatory  officials 
have  also  warned  that  according  thrifts  such  powers 
could  aggravate  their  short-term  problems. 

6.  For  those  thrift  institutions  which  believe  that  they 
must  have  commercial  banking  powers  to  survive,  over 
the  long  haul,  we  believe  that  the  Congress  should 
provide  an  expedited  procedure  by  which  they  may  convert 
to  a  commercial  bank  charter.   We  will  accept  new  competi- 
tion on  that  basis.   We  cannot  accept  it  from  institutions 
with  different  capital  requirements,  different  branching 
rules,  preferential  tax  treatment,  and  the  Congressional 
and  regulatory  fiat  to  offer  more  competitive  Reg  Q  ceiling 
rates. 
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The  I BAA  does  not  believe  that  there  is  any  basis  in 
existing  statutes  for  making  governmental  units 
eligible  for  NOW  accounts.   We  would  be  opposed  to 
making  thrifts  eligible  to  offer  NOW  accounts  to 
state  and  local  governments  while  denying  that 
ability  to  commercial  banks. 

7.  We  have  no  doubt  that  poor  management  has  contributed 
to  the  troubles  of  sonie  thrift  institutions.   Such 

an  institution  would  Tiave  difficulty  demonstrating 
the  reasonable  prospect  for  long-term  viability 
required  by  H  R  5568,   However,  we  believe  that 
the  overwhelming  cause  of  the  thrift  crisis  is  that 
they  have  done  their  ob  of  providing  long-term 
mortgage  finance  too  well  against  the  backdrop  of 
high  and  fluctuating  interest  rates ^  deposit  deregula- 
tion and  competition  from  money  market  mutual  funds 
which  play  under  very  different  regulatory  rules  of 
the  game. 

8.  We  believe  that  the  Wharton  study  is  highly  accurate. 
Of  courser  its  assumptions  may  be  questioned^  as  can 
those  of  any  econometric  projection.   However,  it  is 
important  to  note  that,  even  when  more  positive 
economic  scenarios  are  utilized  by  Wharton,  the 
relative  ranking  of  various  assistance  strategies 
remains  the  same,  although  the  cost  of  each  declines. 

The  I BAA  does  not  have  the  facilities  to  subject  the 
Wharton  study  to  extensive  scrutiny.   The  Congress 
however,  does  have  the  ^AjJefrtise  of  the  Congressional 
Budget  Office  on  tap,  and  we  believe  that  it  would  be 
prudent  to  utilise  that  resource  to  review  the  Wharton 
study  in  view  of  the  magnitude  of  expenditures  at  risk. 

9. a.  Testimony  received  from  FHLBB  Chairman  Pratt,  and  from 
the  EJ  S   League  of  Savings  and  Loan  Associations 
Indicates  that  up  to  1,800  thrift  institutions  could 
be  eligible  for  net  worth  stabili^tation  as&ifltance  by 
the  end  of  1983,  if  interest  rates  do  not  decline 
significantly.   We  believe  that  eligibility  could  be 
readily  determined  by  presentation  of  relevant  financial 
records;  and  that  limitations  ishouid  not  be  placed  upon 
management  prerogatives  except  in  those  instances  where 
misTtianageinent  contributed  significantly  to  an  institution's 
problems  and  such  lijiitations  are  required  to  assure 
continued  viability. 
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The  only  suggested  amendments  to  this  program  would 
be  those  we  have  outlined  in  answer  #2,  setting  capital 
thresholds  for  participation  by  commercial  banks  with 
significant  mortgage  lending  activity. 

b.  We  believe  that  the  quarterly  reporting  of  financial 
condition  and  lending  practices  may  b&   unduly  burdensome 
while  failing  to  provide  information  which  significantly  j 
contributes  to  achieving  the  purpose  of  the  legislation,  / 
We  are  unsure  as  to  what  information  would  be  required, 
and  suggest  that  the  Committee  eon suit  with  the  regulatory 
agencies  regarding  the  desirability  and  scope  of  this   i 
provision. 

c.  The  amount  of  net  new  deposits  will  be  determined  both  / 
by  public  confic3ence  in  the  response  which  Congress     ' 
fashions  to  the  thrift  crisis  and  by  the  approval  of 
competitive  products  by  the  DlDC.  We  are  strongly 
opposed  to  mandated  allocations  of  credit;  and  would   .' 
suggest  that,  at  a  minimum  the  avenues  of  Investment 

be  broadened  to  include  hoine  improvement  and  rehabilita- 
tion loans,  mortgage -backed  securities,  and  malti-family 
mortgages.   Because  the  average  cost  of  funds  is  generally 
below  the  marginal  cost  of  funds,  this  ceiling  on  loan 
rates  could  worsen  the  financial  condition  of  assisted 
institutions   it  is  our  understanding  that  Chairman 
St  Germain  will  be  modifying  this  condition  in  response 
to  repeated  criticiara  it  received  during  hearings.   It 
would  be  most  difficult  for  an  institution  to  allocate 
funds  among  qualifying  first-time  homebuyers  we  have 
consistently  suggested  that  homebuying  assistance  be 
considered  separately  from  thrift  assistance,  as  the 
former  cannot  be  based  upon  participation  of  only  the 
most  troubled  financial  institutions  and  the  latter  is 
mandatory  rather  than  discretionary  in  light  of  the  risk 
exposure  of  the  deposit  insurance  funds. 

d.  We  believe  it  is  sound  public  policy  to  provide  for  the 
type  of  net  worth  stabilization  proposed  in  H.R.  5568. 
The  provision  and  duration  of  net  %irarth  stabilization 
must  be  determined  in  accord  with  a  decision  as  to  how 
long  capital  infusion  can  substitute  for  actual  cash 
outlays,  be  they  due  to  assisted  mergers,  mortgage 
warehousing,  or  whatever.  We  agree  that  it  would  be 
most  difficult  for  a  regulatory  agency  to  determine 
the  underlying  cause  of  continued  earnings  losses. 

Inasmuch  as  Chairman  St  Germain  has  indicated  that  he 
will  be  reintroducing  his  bill  to  substitute  a  paper 
exchange  method  for  cash  loans,  we  would  wish  to  withhold 
further  comment  on  this  provision  until  we  have  had  an 
opportunity  to  review  the  revised  legislation. 
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Qmiiniaii  Gomzalke.  Tliaiik  you  again.  The  suboommitlee  stands 
in  reoesB  undl  tomorrow  morning  at  10  in  this  same  hearing  room. 

[Whoeiqion,  at  6:45  pjn^  the  subcommittee  adtjoumed,  to  recon- 
vene at  10  a.m  ,  Thursday,  April  1, 1982.] 
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HOUSING  AND  URBAN-RURAL  RECOVERY  ACT 

OF  1982 


THURSDAY,  APRIL  1,  1982 

House  of  Representatives, 
Subcommittee  on  Banking,  Finance  and  Urban  Affairs, 

Subcommittee  on  Housing  and  Community  Development, 

Washington,  D,C 

The  subcommittee  met,  pursuant  to  call,  at  10  a.m.,  in  room 
2128,  Rayburn  House  Office  Building,  Hon.  Henry  B.  Gonzalez 
(chairman  of  the  subcommittee)  presiding. 

Present:  Representatives  Gonzalez,  St  (Jermain,  LaFalce,  Lun- 
dine,  Vento,  Mitchell,  Schumer,  Wylie,  McKinney,  Wortley, 
Carman,  McCoUum,  Lowery,  and  Bereuter. 

Also  present:  Representative  Emerson. 

Chairman  Gonzalez.  The  subcommittee  will  please  come  to 
order.  Our  purpose  this  morning  is  to  hear  from  the  administration 
its  views  and  recommendations  on  housing  and  community  devel- 
opment programs  for  fiscal  year  1983. 

Perhaps  it  might  be  more  correct  to  say  '*nonrecommendations" 
or  "antirecommendations"  in  light  of  the  President's  statement  a 
couple  of  days  ago  that  he  opposes  any  of  what  he  called  billion 
dollar  bailouts  for  the  housing  industry. 

So  far  as  I  can  see,  he  is  only  willing  to  consider  allowing  real- 
tors to  take  kickbacks  on  title  insurance  by  repealing  RESPA  and 
maybe  to  consider  a  new  tax  gimmick  or  two.  The  problem  with 
kickbacks  is  that  they  are  reprehensible.  They  are  prohibited  by 
the  ethics  of  realtors  themselves,  not  to  mention  being  plain  old- 
fashioned  crooked. 

It  is  astonishing  that  the  administration  responds  to  a  disaster  in 
the  housing  industry  by  saying  "let  them  have  kickbacks,"  which  is 
not  unlike  the  earlier  royal  sentiment:  "Let  them  eat  cake."  A  new 
program  of  kickbacks  won't  do  anything  for  housing. 

We  need  a  national  housing  commitment.  We  have  said  that  re- 
peatedly since  last  year. 

We  need  it  because  there  is,  and  for  the  foreseeable  future  there 
will  be,  a  vast  unmet  need  for  housing.  It  is  not  only  the  poor  who 
are  shut  out  of  the  housing  market  today,  it  is  everybody  but  the 
very  well-off  and  the  rich. 

We  need  a  housing  program  because  there  are  three  million 
people  in  the  construction  industry  who  are  out  of  work.  The  cost 
of  that  unemployment  in  terms  of  lost  revenue  and  added  Govern- 
ment outlays  for  compensation  benefits  vastly  outweighs  the  cost  of 
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a  housing  stimulus  program.  It  is  far  less  expensive  for  the  Nation 
to  solve  the  housing  crisis  than  it  is  for  it  to  do  nothing. 

We  need  a  housing  program  because  the  fundamental  contradic- 
tion in  the  administration's  economic  program  seems  destined  to 
ordain  an  indefinite  future  of  stratospheric  interest  rates.  This  can 
only  spell  a  long  depression  in  housing,  a  depression  that  will  breed 
deepening  social  and  economic  chaos. 

We  need  a  housing  program  because  no  nation,  this  or  any  other, 
has  ever  met  its  housing  needs  without  a  firm  national  commit- 
ment. I  know  that  the  theologians  of  the  supply  side  believe  that 
housing  should  have  no  favored  position  and  homeowners  should 
compete  for  credit  with  Exxon  and  General  Motors,  but  we  know 
they  C£mnot. 

Tax  gimmicks  and  exhortations  that  prosperity  lies  just  around 
the  Laffer  curve  simply  C£mnot  solve  the  housing  problems  of  the 
poor  and  will  not  do  much  for  the  needs  of  the  middle  class,  either, 
which  in  our  country  are  the  m^gority. 

This  year,  as  I  have  said  many  times,  we  have  to  decide  the  fun- 
dcmiental  question  of  whether  or  not  we  will  have  a  national  hous- 
ing program,  whether  we  will  keep  our  commitment  to  housing  or 
abandon  it. 

This  year  we  have  to  decide  whether  we  are  going  to  preserve 
the  housing  industry  or  consign  it  to  slide  into  oblivion.  Tliis  year 
the  administration  has  to  decide  whether  or  not  to  adopt  a  positive 
economic  program  or  to  stand  by  its  economic  fairy  tales. 

What  we  have  heard  so  far  this  year  is  that  the  administration  is 
not  even  willing  to  support  the  program  levels  that  it  supported 
last  year,  notwithstanding  the  fact  that  housing  construction  is  at 
its  lowest  level  since  statistics  on  it  have  been  available. 

So  far  this  year  the  administration  has  been  unwilling  even  to 
respond  to  any  suggestions  about  improving  the  condition  of  the 
housing  industry.  So  far  the  administration  has  been  unwilling  to 
say  that  anything  should  be  done  about  this  disaster. 

These  are  difficult  days,  and  they  require  more  of  us  than  just 
standing  pat.  I  hope,  Mr.  Secret€uy,  that  you  will  bring  us  some 
sign  that  the  administration  is  ready  to  work  toward  a  solution  to 
the  housing  disaster,  especially  since  there  is  every  sign  that  the 
situation  is  getting  worse,  not  better. 

[The  full  text  of  Chairman  Gonzalez'  opening  statement  follows:] 
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t^a   pii.|io—  today  Is  to   b^ftr  tJi»  vImk  «a«  r  ar  r— nQiLiuM 
of  tbe  JhdlBinistratioB  os  bovslag  and  ooMMmity  dcvftl^a^st  ;p— nfr  — 
for  the  fiscal  ;«sr  I9S3. 

It  Bight  bs  aor*  correct  to  say  linfi  rir r— iiiliLtma'  or 
*aBtI-r»cci^> TiJatiotts*  ia  light  of  tba  Prasidaat's  stataaaat 
•arliar  this  week  that  ba  opposes  any  of  atkat  ha  called  billioa 
dollar  bailoots  for  the  bousiog  iodustxy.  So  far  as  X  can  aae» 
ba  is  ocQy  villiag  to  coesidar  alloiriag  realtors  to  take  kickbacks 
OS  title  iasuraace  by  repealling  1£SPA,  and  aayba  to  coasldar  a 
new  tax  giaraick  or  two. 

The  problea  with  kickbacks  is  that  thay  are  reprehanaible* 
and  they  are  also  prohibited  by  tha  ethics  of  realtors  thaaselves  *^ 
not  to  aantion  baing  plain  old  fashioned  crooked.   It  is  astonishing 
that  the  Adainistration  responds  to  a  disaster  in  the  housing 
industry  by  saying,  "Let  then  have  kickbacks,"  which  is  not  unlike 
earliar  royal  sentinents  lika  "Lat  then  aat  cake."  A  new  prograa 
of  kickbacks  won't  do  anything  for  housing. 

Ha  need  a  national  housing  ccnaitaent. 
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Me  need  It  because  there  is,  and  for  the  forseeable  future 
will  be,  a  vast  unset  need  for  housing.   It  is  not  only  the  poor 
%fho  are  shut  out  of  the  housing  market  today t   it  is  everybody 
but  the  rich. 

We  need  a  housing  program  because  there  are  thr«e  million 
people  in  the  construction  industry  who  are  out  of  work.  The 
cost  of  that  unemployment  in  terms  of  lost  revenue  and  added 
government  outlays  for  compensation  benefits  vastly  outweighs 
the  cost  of  any  housing  stimulus  program.   It  is  far  less  expensive 
to  solve  the  housing  crisis  than  it  is  to  do  nothing. 

We  need  a  housing  program  because  the  fundamental  contradiction 
in  the  Administrations *s  economic  program  seems  destined  to 
ordain  an  indefinite  future  of  stratospheric  interest  rates. 
This  can  only  spell  a  long  depression  in  housing,  a  depression 
that  will  breed  deepening  social  and  economic  chaos. 

We  need  a  housing  program  because  no  nation  —  not  this  or 
any  other  —  has  ever  met  its  housing  needs  without  a  fi^ 
national  commitment.   I  know  that  the  theologians  of  the  supply 
side  believe  that  housing  should  have  no  favored  position,  and 
that  homeowners  should  compete  for  credit  with  Exxon  and  General 
Motors  —  but  they  cannot  do  so.  Tax  gimmicks  and  exhortations 
that  prosperity  lies  just  around  the  Laffer  Curve  simply  cannot 
solve  the  housing  problems  of  the  poor,  and  will  not  do  much  for 
the  needs  of  the  middle  class  either. 
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This  ymz   —  and  I  haw  said  this  »aaf  tiMS  —  «a  hava  to 

dacida  tha  fundaMntal  quastioo  of  ahathar  or  not  aa  will  haaa  a 
national  housing  prograa,  ^diathar  aa  vUl  kaap  our  ooMdtMat  to 
housing  or  saa  it  abandooad. 

This  yaar  «a  haaa  to  dacida  ahathar  «a  mr%   going  to 
prasarva  tha  housing  industry  or  consign  it  to  slida  into 
oblivion. 

This  yaar  the  Adainistration  has  to  dacida  whathar  or  not 
to  aoopt  a  positive  econoaic  prograa  or  to  stand  by  its  econoaic 
fairy  tales. 

What  «a  have  heard  so  far  this  yaar  is  that  tha  Adainistration 
is  not  even  willing  to  support  the  prograa  levels  that  it  supported 
last  year  —  notwithstanding  the  fact  that  housing  construction  is 
at  its  lowest  level  since  statistics  began  to  be  kept.   So  far 
this  year,  tha  Adainistration  has  bean  unwilling  even  to  respond 
to  any  suggestions  about  inproving  the  condition  of  the  housing 
industry.   So  far,  the  Adainistration  has  been  wwilling  to  say 
that  anything  should  be  done  about  this  disaster. 

These  are  difficult  days,  and  they  require  more  of  us  than 
standing  pat.   I  hope,  Mr.  Secretary,  that  you  will  bring  us 
soae  sign  that  the  Administration  is  ready  to  work  toward  a 
solution  to  the  housing  disaster,  especially  since  there  is 
every  sign  that  the  situation  is  getting  worse,  not  better. 
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Chairman  Gonzalez.  Mr.  Wylie,  we  recognize  you. 

Mr.  Wyue.  I  don't  have  a  prepared  opening  statement  and 
wasn't  going  to  offer  one. 

I  feel  that  it  does  not  add  to  the  objective  deliberations  of  this 
subcommittee  when  you  make  an  unfortunate  statement  and  leave 
the  wrong  impression  that  the  President  had  mentioned  something 
about  kickbacks  with  respect  to  the  title  companies. 

He  never  mentioned  the  word  kickback.  He  did  suggest  the  elimi- 
nation of  the  controlled  business  restraints,  which  is  far  different. 
To  eliminate  some  of  the  regulations,  to  assist  realtors  in  the  sale 
of  property,  and  to  eliminate  some  of  the  rules  and  regulations  on 
savings  and  loans  would  be,  of  course,  a  big  help. 

I  do  feel,  honestly,  Mr.  Chairman,  that  it  is  ludicrous  to  suggest 
that  the  President  has  recommended  some  form  of  kickback.  I  per- 
sonally resent  the  suggestion. 

Thank  you. 

Chairman  Gonzalez.  Well,  it  is  not  my  intention  to  get  into  an 
argument  about  this,  but  I  think  there  is  no  question,  my  esteemed 
colleague,  as  to  what  the  President  meant.  Even  the  realtors  them- 
selves have  had  to  come  out  and  deny  that  this  is  what  they  are 
seeking. 

It  may  be  that  you  have  the  potential  at  this  time  to  explain  the 
President's  words  and  in  the  absence  of  some  more  direct  explema- 
tion  of  his  remarks,  I  have  no  rejoinder  but  to  say  that  your  inter- 
pretation is  different  than  mine. 

Mr.  Wyue.  Mr.  Chairman,  I  think  maybe  we  ought  to  go  to  the 
Secretary  and  let  him  talk  on  this  subject.  This  whole  fuss  has 
been  in  response  to  an  article  that  was  published  in  the  Post  that 
used  the  word  "kickback"  in  quotes.  It  made  reference  to  the  state- 
ment by  the  President  before  the  realtors.  But,  I  think  it  would  be 
better  for  the  Secretary  to  clear  that  up. 

Chairman  Gonzalez.  Well,  I  accept  that  and  we  will  certainly 
give  the  Secretary  an  opportunity  to  clear  it  up. 

We  recognize  the  chairman  of  the  full  committee  because  these 
hearings,  by  the  way,  Mr.  Secretary,  include  consideration  of  two 
bills.  Jurisdiction  for  one  of  the  bills  before  us  is  shared  by  this 
subcommittee  and  the  subcommittee  that  over  which  the  distin- 
guished committee  chairman  presides. 

Mr.  St  Germain.  I  appreciate  it. 

I  want  to  make  an  observation  here  in  response  to  Mr.  Wylie's 
concern  about  the  use  of  the  word  ''kickback"  by  the  press.  You 
don't  like  it.  You  know  what?  I  don't  like  people  referring  to  my 
legislation  as  a  bailout.  If  you  agree  with  me  you  won't  refer  to  my 
bill  as  a  bailout,  I  won't  refer  to  this  as  a  kickback.  [Laughter.] 

Mr.  Wyue.  I  don't  believe  I  have  ever  referred  to  your  legislation 
as  a  bailout. 

Mr.  St  Germain.  As  you  know,  some  have.  So,  if  you  will  help 
me  out  on  that,  I  will  help  you. 

Mr.  Carman.  We  certainly  have  a  lot  of  leaky  boat  problems. 

Mr.  St  Germain.  I  also  welcome  the  Secretary.  We  look  forward 
to  hearing  from  you. 

Chairman  Gonzalez.  We  still  have  the  Washington  Post  and 
Jimmy  Carter  to  kick  around. 
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Mr.  Wtue.  I  would  say  both  are  very  deserving,  Mr.  Chairman. 
[Laughter.] 

Mr.  MncHKix.  Could  we  proceed  with  the  hearing? 

Chairman  Gonzalez.  We  will  recognize  j^u  briefly. 

Mr.  MrrcHELL.  I  thought  it  might  be  nice  to  hear  the  erudite 
wisd<Hn  of  the  Secretary  rather  than  engage  in  this  chitchat.  I 
know  he  is  under  time  constraints. 

Chairman  Gonzalez.  Mr.  Secretary? 

STATEMENT  OF  HON.  SAMUEL  R.  PIERCE,  JR^  SECRETARY  OF 
THE  DEPARTMENT  OF  HOUSING  AND  URBAN  DEVELOPMENT 

Secretary  Pierce.  Yes,  Mr.  Chairman. 

What  I  would  like  to  do  is  to  make  some  comments  and  then  pro- 
duce a  more  detailed  statement  for  the  record. 

Chairman  Gonzalez.  Certainly.  Without  objection,  so  ordered. 

Secretary  Pierce.  I  am  pleased  to  appear  before  this  committee 
to  discuss  HUD's  fiscal  year  1983  legislative  program  and  the 
future  direction  of  F^eral  support  of  community  development  and 
housing. 

T^e  Department's  1983  program  reflects  a  marked  departure 
from  the  past  and  proposes  a  major  redirection  in  the  approach  of 
the  Federal  Government  to  housing  and  urban  development. 

We  beheve  significant  changes  must  be  made  in  the  way  housing 
programs  operate  and  in  the  ways  they  are  funded  if  the  Federal 
Government  is  to  continue  to  meet  the  objective  of  assisting  those 
who  need  such  support.  Our  program,  therefore,  proposes  funda- 
mental shifts  in  the  policies  followed  by  this  Department  for  the 
past  two  decades. 

My  statement  for  the  record  describes  our  program  in  some 
detail.  Before  summarizing  our  major  proposals,  I  would  like  to  put 
into  context  the  approach  we  are  taking  as  it  relates  to  the  eco- 
nomic goals  of  this  administration. 

A  primary  goal  of  the  administration  is  to  bring  inflation  and 
the  high  interest  rates  of  the  past  several  years  under  control. 
Unless  we  end  this  inflationary  spiral  and  place  our  Government 
on  a  sound  economic  footing,  we  face  a  disastrous  future. 

Double-digit  inflation  and  high  interest  rates  have  taken  their 
toll  on  all  of  us.  In  the  housing  industry,  this  has  been  reflected 
dramatically  in  soaring  housing  costs  which  have  priced  most 
Americans  out  of  the  home  buying  market  and  has  caused  severe 
hardships  for  those  whose  livelihood  depends  on  a  healthy  shelter 
industry. 

The  harshest  burden  has  fallen  on  those  low-income  families  for 
whom  achievement  of  the  goal  of  decent,  safe,  and  sanitary  dwell- 
ings has  become  increasingly  difficult. 

The  administration's  program  for  economic  recovery  has  only 
begun,  and  it  will  take  time  for  the  Nation  to  realize  its  beneifts. 
As  inflation  and  interest  rates  are  brought  under  control,  the  hous- 
ing industry  should  prosper,  as  it  has  in  the  past,  when  interest 
rates  were  lower  and  more  stable.  Restoration  of  a  healthy  econom- 
ic environment  will  improve  the  ability  of  all  groups  in  our 
to  find  decent  housing  at  affordable  prices  and  rents. 
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The  Department's  fiscal  year  1983  program  and  $3.5  billion 
budget  level  for  the  community  development  block  grant  program 
reflects  the  importance  the  administration  places  on  economically 
and  socially  viable  communities. 

The  Department  is  not  proposing  legislative  amendments  to  the 
community  development  block  grant  program  this  year.  However, 
we  have  made  substantial  progress  in  implementing  the  1981 
amendments,  especially  in  the  small  cities  programs,  as  described 
in  my  statement  for  the  record. 

We  are  proposing  to  continue  the  urban  development  action 
grant  program  at  the  same  funding  level  as  in  1982.  Our  recentlv 
completed  evaluation  concluded  that  UDAG  is  substcmticdly  fulfill- 
ing its  congressional  mandate  and  that,  for  the  most  part,  UDAG 
projects  are  living  up  to  the  private  investment  and  job  creation 
that  was  originally  anticipated.  We  are  also  proposing  to  expand 
the  urban  homesteading  approach  to  demonstrate  now  it  can  be  ap- 
plied to  HUD-held  multifamily  properties. 

Our  community  development  initiative  this  year  includes  two 
mcgor  proposals — the  administration's  enterprise  zones  plan  an- 
nounced by  the  President  last  week  and  a  new  rental  rehabilitation 
program  to  help  preserve  and  upgrade  the  Nation's  rental  housing 
stock. 

Both  of  these  initiatives  will  involve  State,  local,  and  private 
sector  participation  in  upgrading  and  revitalizing  our  cities  and 
neighborhoods. 

Last  year  the  Department  worked  closely  with  the  Congress  to 
address  the  high  costs  of  housine  programs  and  reduce  the  inequi- 
ties and  inefflciencies  that  had  developed  over  the  years.  We  have 
made  progress  in  these  areas. 

This  year  the  administration  is  proposing  significant  changes  in 
the  direction  of  subsidized  housing  programs.  Perhaps  the  most  im- 
portant aspect  of  our  fiscal  year  1983  assisted  housing  pro^^am  is 
the  shift  away  from  long-term  subsidies  for  new  construction  and 
our  emphasis  on  the  use  of  existing  housing  stock. 

We  are  proposing  to  cease  offering  new  commitments  for  the 
very  expensive  section  8  new  construction/substcmticd  rehabilita- 
tion program  and  the  public  housing  development  program. 

In  their  place  we  will  rely  more  heavily  on  less  expensive  and 
more  flexible  kinds  of  subsidies  to  assist  low-income  families.  The 
only  exception  to  this  general  strategy  is  the  section  202  program 
for  the  elderly  and  handicapped. 

Simply  stated,  our  present  production  programs  are  too  costly, 
provide  too  lai^e  a  subsidy  for  too  few  people,  and  are  at  best  an 
indirect  way  of  addressing  the  basic  housing  problem  confronting 
lower-income  families.  In  most  localities,  the  problem  is  not  a  lack 
of  adequate  housing  resources  but  rather  a  lack  of  adequate  family 
income. 

To  achieve  our  proposed  change  of  program  direction  from  costly, 
long-term  commitments,  we  are  proposing  a  new  component — a 
"Modified  Certificate" — under  the  section  8  program. 

We  expect  the  certificate  to  become  the  cornerstone  of  HUD'S 
future  assistance  to  the  truly  needy.  Our  proposal  is  based  upon  ex- 
perience from  the  10-year  experimental  housing  adlowance  program 
and  the  successful  section  8  existing  program. 
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The  modified  certificate  program  is  designed  to  provide  flexibility 
for  participating  families  and  to  encourage  households  to  shop  for 
less  expensive  units  and  negotiate  for  lower  rents.  It  will  also  pro- 
vide families  with  increased  opportunities  to  improve  their  housing 
by  allowing  them  to  choose  from  a  wider  range  of  units. 

In  public  housing,  as  in  section  8,  we  are  proposing  not  to  offer 
commitments  for  new  construction.  Instead,  we  will  focus  on  im- 
proving the  physic€d  condition  and  upgrading  the  management  and 
operation  of  existing  public  housing  projects  to  assure  their  long- 
term  viability. 

The  Department's  fiscal  year  1983  program  anticipates  continu- 
ation of  the  phasein  of  rent  increases  for  subsidizea  housing  ten- 
ants. This  will  be  coupled  with  an  administration  initiative  to  take 
food  stamps  into  account  in  determining  tenant  income  and  an 
amendment  for  an  overall  20-percent  cap  on  rent  increases  attrib- 
utable to  certain  legislative  changes. 

EJven  with  the  proposed  changes  in  this  area,  the  rent  burden  for 
tenants  who  receive  Federal  assistance  will  continue  to  be  signifi- 
cantly lower  than  for  low-income  families  who  do  not  receive  such 
assist€mce. 

Our  legislative  proposals  for  FHA  are  directed  to  three  primary 
objectives:  We  propose,  first,  to  direct  FHA's  single-family  pro- 
grams to  home  buyers  unserved  or  underserved  by  the  private 
sector;  second,  to  modernize  FHA  programs  to  meet  the  changing 
requirements  of  the  marketplace;  and  third,  to  increase  housing  af^ 
fordability  to  achieve  cost  savings  at  HUD. 

We  think  first-time  and  inner  city  home  buyers  is  an  appropriate 
role  for  FHA  and  we  are  proposing  means  of  facilitating  credit  to 
these  users,  including  limited  authority  to  insure  various  alterna- 
tive mortgage  instruments. 

GNMA  pioneered  the  development  of  the  secondary  market  for 
mortgage  financing  through  the  mortgage-backed  securities  pro- 
gram. We  propose  continuation  of  this  program,  at  a  level  of  $38.4 
billion.  The  level  proposed  this  year  reflects  a  more  realistic  assess- 
ment of  the  amount  of  credit  required  to  meet  program  demand  in 
the  current  economic  environment. 

By  putting  this  limit  on  GNMA,  we  intend  to  send  to  the  market 
a  signal  that  there  is  ample  room  for  private  alternatives  to  grow 
and  prosper.  We  will  continue  to  support  the  market,  but  we  are 
looking  to  private  firms  to  play  an  increasingly  important  role  in 
the  future. 

We  are  not  proposing  any  further  funding  for  the  GNMA  tandem 
mortgage  purchase  program.  This  program  has  turned  out  to  be 
much  more  expensive  than  originally  contemplated  and  the  effects 
often  have  not  been  focused  on  the  truly  needy. 

The  program  changes  and  new  directions  being  undertaken  by 
this  Department  are  important  and  necessary  steps  in  reorienting 
Federal  resources  that  no  longer  can  be  regarded  as  unlimited.  We 
believe  these  scarce  resources  should  be  directed,  in  the  words  of 
the  President's  Housing  Commission,  "toward  people,  rather  than 
toward  structures.'* 

For  the  past  year  this  administration  has  worked  diligently  to 
develop  a  more  rational  and  economically  viable  approach  to  the 
problem  of  providing  shelter  for  the  Nation's  poor  and  to  attack 
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the  serious  long-term  budgetary  problems  created  by  the  section  8 
program.  We  believe  these  proposals  are  cost  effective  and  needed 
and,  above  all,  are  fair  and  equitable.  I  urge  this  committee  and 
the  Congress  to  consider  them  fully. 

[The  following  material  was  submitted  for  inclusion  at  this  point: 
Secretary  Pierce's  summary  statement  and  his  prepared  statement, 
both  on  behalf  of  the  Department  of  Housing  and  Urban  Develop- 
ment; a  letter  to  the  Speaker  of  the  House  Thomas  P.  O'Neill,  Jr., 
with  enclosed  copy  of  Mr.  Stanton's  introduced  bill,  H.R.  6020;  and 
a  section-by-section  explanation  and  justification  of  the  bill.  The 
material  follows:] 
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i  am  pleased  to  appear  before  this  connittee  to  discuss  hub's 
Fiscal  Year  1983  legislative  program  and  t'e  future  direction  of 
Federal  support  of  community  development  and  housing* 

The  Department's  1983  program  reflects  a  marked  departure 
from  the  past  and  proposes  a  major  redirection  in  the  approach  of 
THE  Federal  Government  to  housing  and  urban  development* 

We  believe  significant  changes  must  be  made  in  the  way 
housing  programs  operate  and  in  the  ways  they  are  funded  if  the 
Federal  Government  is  to  continue  to  meet  the  objective  of 

ASSISTING  those  WHO  MOST  NEED  SUCH  SUPPORT*   OUR  PROGRAM^ 
therefore^  PROPOSES  FUNDAMENTAL  SHIFTS  IN  THE  POLICIES  FOLLOWED 

BY  THIS  Department  for  the  past  two  decades* 

Hy  statement  for  the  record  describes  OUR  PROGRAM  IN  SOME 

DETAIL*  Before  summarizing  our  major  proposals^  I  would  like  to 

PUT  INTO  context  THE  APPROACH  WE  ARE  TAKING  AS  IT  RELATES  TO  THE 

economic  goals  of  this  administration*  a  primary  goal  of  the 
Administration  is  to  bring  inflation  and  the  high  interest  rates 
OF  the  past  several  years  under  control*  Unless  we  end  this 
inflationary  spiral  and  place  our  government  on  a  sound  economic 

FOOTING/  we  face  A  DISASTROUS  FUTURE* 

Double-digit  inflation  and  high  interest  rates  have  taken 

THEIR  toll  on  ALL  OF  US*   In  THE  HOUSING  INDUSTRY^  THIS  HAS  BEEN 
reflected  dramatically  in  soaring  HOUSING  COSTS  WHICH  HAVE  PRICED 
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HOST  AHERICANS  t)UT  OF  THE  N0I1EBUYIII6  MARKET^  AND  HAS  CAUSED 
SEVERE  HARDSHIPS  FOR  THOSE  WHOSE  LIVELIHOOD  DEPENDS  ON  A  HEALTHY 
SHELTER  INDUSTRY-   ThE  HARSHEST  BURDEN  HAS  FALLEN  ON  THOSE 

low-income  families  for  whoh  achievement  of  the  €oal  of  decent^ 
safe  and  sanitary  dwellings  has  become  increasingly  difficult- 

The  Administration's  program  for  economic  recovery  has  only 
begun^  and  it  will  take  time  for  the  nation  to  realize  its 

benefits-   As  inflation  and  interest  rates  are  BROUGHT  UNDER 
CONTROL/  THE  HOUSING  INDUSTRY  SHOULD  PROSPER  AS  IT  HAS  IN  THE 
PAST  WHEN  INTEREST  RATES  WERE  LOWER  AND  MORE  STABLE-   RESTORATION 
OF  A  HEALTHY  ECONOMIC  ENVIRONMENT  WILL  IMPROVE  THE  ABILITY  OF  ALL 
GROUPS  IN  OUR  SOCIETY  TO  FIND  DECENT  HOUSING  AT  AFFORDABLE  PRICES 
AND  RENTS- 

Community  PgygtQPMPNT 

The  Department's  FY  1983  program  and  13*5  billion  budget 

LEVEL  FOR  THE  COMMUNITY  DEVELOPMENT  BlOCK  GrANT  PROGRAM  REFLECTS 
the  IMPORTANCE  THE  ADMINISTRATION  PLACES  ON  ECONOMICALLY  AND 
SOCIALLY  VIABLE  COMMUNITIES-   ThE  DEPARTMENT  IS  NOT  PROPOSING 
LEGISLATIVE  AMENDMENTS  TO  THE  COMMUNITY  DEVELOPMENT  BlOCK  GrANT 

Program  this  year-  However^  we  have  made  substantial  progress  in 
implementing  the  1981  amendments/  especially  in  the  small  cities 
programs/  as  described  in  my  statement  for  the  record- 
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We  are  proposing  to  continue  the  Urban  Development  Action 
Grant  (UDAG)  Program  at  the  same  funding  level  as  in  1982*  Our 
recently  completed  evaluation  concluded  that  UDAG  is 

SUBSTANTIALLY  FULFILLING  ITS  CONGRESSIONAL  MANDATE  AND  THAT^  FOR 
THE  MOST  PART^  UDAG  PROJECTS  ARE  LIVING  UP  TO  THE  PRIVATE 
INVESTMENT  AND  JOB  CREATION  THAT  WAS  ORIGINALLY  ANTICIPATED*   WE 

are  also  proposing  to  expand  the  urban  h0mesteadin6  approach  to 
demonstrate  how  it  can  be  applied  to  hud'held  multifamily 
properties* 

Our  community  development  initiative  this  year  includes  two 
major  proposals  —  the  administration's  enterprise  zones  plan 
announced  by  the  president  last  week^  and  a  new  rental 

REHABILITATION  PROGRAM  TO  HELP  PRESERVE  AND  UPGRADE  THE  NaTION'S 
RENTAL  HOUSING  STOCK*   BoTH  OF  THESE  INITIATIVES  WILL  INVOLVE 
STATE/  LOCAL  AND  PRIVATE  SECTOR  PARTICIPATION  IN  UPGRADING  AND 
REVITALIZING  OUR  CITIES  AND  NEIGHBORHOODS* 

Housing  Assistancp  Programs 

Last  year^  the  Department  worked  closely  with  the  Congress  to 
address  the  high  costs  of  housing  programs  and  reduce  the 
inequities  and  inefficiencies  that  had  developed  over  the  years* 
We  have  made  progress  in  these  areas* 
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This  year  the  Administration  is  proposing  significant  changes 
in  the  direction  of  subsidized  housing  programs-  perhaps  the 
most  important  aspect  of  our  fy  1983  assisted  housing  program  is 
the  shift  away  from  long'term  subsidies  for  new  construction/  and 
our  emphasis  on  the  use  of  existing  housing  stock* 

We  are  PROPOSING  to  CEASE  OFFERING  NEW  COMMITMENTS  FOR  THE 
VERY  EXPENSIVE  SECTION  8  NEW  CONSTRUCTION/SUBSTANTIAL 
REHABILITATION  PROGRAM  AND  THE  PUBLIC  HOUSING  DEVELOPMENT 
PROGRAM*   In  their  PLACE/  WE  WILL  RELY  MORE  HEAVILY  ON  LESS 
EXPENSIVE  AND  MORE  FLEXIBLE  KINDS  OF  SUBSIDIES  TO  ASSIST 
LOWER-INCOME  FAMILIES*   ThE  ONLY  EXCEPTION  TO  THIS  GENERAL 

strategy  is  the  section  202  program  for  the  elderly  and 
handicapped* 

Simply  stated^  our  present  production  programs  are  too 

COSTLY/  provide  TOO  LARGE  A  SUBSIDY  FOR  TOO  FEW  PEOPLE/  AND  ARE 
AT  BEST  AN  INDIRECT  WAY  OF  ADDRESSING  THE  BASIC  HOUSING  PROBLEM 
confronting  lower-income  FAMILIES*   In  MOST  LOCALITIES/  THE 
PROBLEM  IS  NOT  A  LACK  OF  ADEQUATE  HOUSING  RESOURCES/  BUT  RATHER/ 
A  LACK  OF  ADEQUATE  FAMILY  INCOME* 

To  ACHIEVE  OUR  PROPOSED  CHANGE  OF  PROGRAM  DIRECTION  FROM 
COSTLY/  LONG-TERM  COMMITMENTS/  WE  ARE  PROPOSING  A  NEW  COMPONENT 

—  A  "Modified  Certificate"  —  under  the  Section  8  Existing 
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Housing  Assistance  Program.  We  expect  the  certificate  to  become 

THE  cornerstone  OF  HUD's  FUTURE  ASSISTANCE  TO  THE  TRULY  NEEDY* 

Our  proposal  is  based  upon  experience  from  the  10-year 
Experimental  Housing  Allowance  Program  and  the  successful 
Section  8  Existing  Program- 

The  Modified  Certificate  Program  is  designed  to  provide 
flexibility  for  participating  families^  and  to  encourage 

households  TO  SHOP  FOR  LESS  EXPENSIVE  UNITS  AND  NEGOTIATE  FOR 
LOWER  RENTS-   It  ALSO  WILL  PROVIDE  FAMILIES  WITH  INCREASED 

opportunities  to  improve  their  housing  by  allowing  then  to  choose 
from  a  wider  range  of  units- 

In  public  housing^  as  in  Section  8/  we  are  proposing  not  to 
offer  commitments  for  new  construction-  instead^  we  will  focus 
on  improving  the  physical  condition  and  upgrading  the  management 
and  operation  of  existing  public  housing  projects  to  assure  their 
long-term  viability- 

The  Department's  FY  1983  program  anticipates  continuation  of 

THE  phase- IN  OF  RENT  INCREASES  FOR  SUBSIDIZED  HOUSING  TENANTS- 

This  will  be  coupled  with  an  Administration  initiative  to  take 
food  stamps  into  account  in  determining  tenant  income  and  an 

amendment  for  an  overall  20Z  CAP  ON  RENT  INCREASES  ATTRIBUTABLE 
TO  CERTAIN  LEGISLATIVE  CHANGES- 
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realistic  assessment  of  the  amount  of  credit  required  to  meet 
program  demand  in  the  current  economic  environment- 

By  putting  this  limit  on  GNMA^  we  intend  to  send  to  the 
market  a  signal  that  there  is  ample  room  for  private  alternatives 

TO  GROW  AND  PROSPER.  We  WILL  CONTINUE  TO  SUPPORT  THE  MARKET,  BUT 
WE  ARE  LOOKING  TO  PRIVATE  FIRMS  TO  PLAY  AN  INCREASINGLY  IMPORTANT 
ROLE  IN  THE  FUTURE- 

We  are  not  PROPOSING  ANY  FURTHER  FUNDING  FOR  THE  6NMA  TaNOEM 

Mortgage  Purchase  Program-  This  program  has  turned  out  to  be 
much  more  expensive  than  originally  contemplated  and  the  effects 
often  have  not  been  focused  on  the  truly  needy- 

COHCLUSIQN 

The  program  changes  and  new  directions  being  undertaken  by 
THIS  Department  are  important  and  necessary  steps  in  reorienting 
Federal  resources  that  no  longer  can  be  regarded  as  unlimited- 

We  believe  THESE  SCARCE  RESOURCES  SHOULD  BE  DIRECTED  "TOWARD 
PEOPLE.  RATHER  THAN  TOWARD  STRUCTURES/  IN  THE  WORDS  OF  THE 

President's  Housing  Commission- 
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For  the  past  year^  this  Administration  has  worked  diligently 
TO  develop  a  more  rational  and  economically  viable  approach  to 
the  problem  of  providing  shelter  for  the  Nation's  poor  and  to 
attack  the  serious  long-term  budgetary  problems  created  by  the 
Section  8  Program.  We  believe  these  proposals  are  cost-effective 

and  needed^  AND/  ABOVE  ALL/  ARE  FAIR  AND  EQUITABLE-   I  URGE  THIS 

Committee  and  the  Congress  to  consider  them  carefully. 
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UNDER  CONTROL*   UNLESS  WE  END  THIS  INFLATIONARY  SPIRAL  AND  PLACE 

OUR  Government  on  a  sound  economic  footing^  we  pace  a  disastrous 

FUTURE* 

The  program  proposed  by  the  President  and  supported  by  the 
Congress— A  substantial  reduction  in  the  growth  of  Federal 

SPENDING/  A  25  percent  CUT  IN  THE  FEDERAL  TAX  BURDEN  DURING  THE 

next  three  years/  the  prudent  elimination  of  excessive 

regulation/  and  development  of  a  monetary  policy  geared  to 
stabilize  and  revitalize  the  economy*-is  absolutely  necessary  if 
we  are  to  succeed* 

Double-digit  inflation  and  high  interest  rates  have  taken 

THEIR  toll  on  ALL  OF  US*   In  THE  HOUSING  INDUSTRY/  THIS  HAS  BEEN 
REFLECTED  DRAMATICALLY  IN  SOARING  HOUSING  COSTS  WHICH  HAVE  PRICED 

MOST  Americans  out  of  the  homebuying  markeT/  and  has  caused 

SEVERE  HARDSHIPS  FOR  MANY  HOMEBUILDERS^  REAL  ESTATE  AGENTS^ 
CONSTRUCTION  WORKERS/  AND  OTHER  AMERICANS  WHOSE  LIVELIHOOD 
DEPENDS  ON  A  HEALTHY  SHELTER  INDUSTRY*   ThE  HARSHEST  BURDEN  HAS 
FALLEN  ON  THOSE  LOW'INCOME  FAMILIES  FOR  WHOM  ACHIEVEMENT  OF  THE 
GOAL  OF  DECENT/  SAFE  AND  SANITARY  DWELLINGS  HAS  BECOME 
INCREASINGLY  DIFFICULT* 
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The  toniMisTtATioa's  raosMR  fw  ccowmic  »£c«vt«T  has  om.Y 

BEGUN «  AND  IT  WILL  TAKE  TIRE  F0«  THE  IaTIOH  TO  tEALIZE  ITS 
BENEFITS.   As  INFLATIM  AND  INTEftEST  BATES  ABE  BBOUSNT  QNBEB 
CONTROL^  THE  HOUSINS  IHIMISTBT  SHOULD  PBOSFEB  AS  IT  HAS  IN  THE 
PAST  VHEN  INTEREST  BATES  VEBE  LOVEB  AND  ROBE  STABLE-   IeSTOBATION 
OF  A  HEALTHY  ECONOillC  ENVIBONHENT  VILL  IHPBOVE  THE  ABILITY  Of  ALL 
GROUPS  IN  OUR  SOCIETY  TO  FIND  DECENT  HOUSING  AT  AFFORDABLE  FBICES 
AND  BENTS* 

ConnUHITY  DEYELQPnENT 

The  Beparthent's  FY  1983  frograh  and  S3.5  dillion  dudget 
LEVEL  for  the  ComuNiTY  Develofnent  Block  Grant  Pbogban  beflects 
the  importance  the  Adhinistration  places  on  economically  and 
socially  viable  cofviuNiTiEs*  Altnouoh  the  Depabtnent  is  not 
proposing  legislative  ahendhents  to  the  CoffHUNiTY  Development 
Block  Grant  program  this  yeab«  I  would  like  to  befobt  to  you  on 
the  progress  we  have  made  thus  far  in  implementing  the  1981 
amendments^  especially  in  the  small  cities  program. 

The  response  of  States  across  the  country  to  the  opportunity 
to  determine  how  to  distribute  over  $1  billion  in  community 
development  funds  has  been  gratifying*  We  anticipate  that  up  to 
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36  States  will  exercise  tneir  option  under  the  leoislation  to 

ADMINISTER  THE  PROGRAM  IN  FiSCAL  YeAR  1982^  AND  ANOTHER  10  TO  12 
will  ASSUME  RESPONSIBILITY  IN  FiSCAL  YeAR  1983* 

The  scope  of  the  consultation  and  hearing  process  that  has 

BEEN  CARRIED  OUT  THUS  PAR  HAS  EXCEEDED  OUR  EXPECTATIONS*   NaNV 

States  have  formed  committees  or  task  forces^  consisting  of 
elected  local  officials  and  community  development  practitioners^ 
to  advise  on  the  most  appropriate  means  of  implementing  state-run 
community  development  programs* 

The  result  has  been  the  development  of  a  wide  variety  of 
State  programs*  Some  programs  are  emphasizing  mousing^  others 
focus  on  public  facilities  to  deal  with  the  shortage  of  adequate 
water  and  sewer  facilities^  particularly  in  small  rural 
communities  and  counties^  and  many  are  emphasizing  economic 
development  to  create  or  retain  jobs  for  residents  of  thcge 

AREAS* 

We  are  CONFIDENT  THESE  StATE  PROGRAMS  WILL  REFLECT  THE 

objectives  of  the  1981  amendments  and  will  result  in  the  use  of 
Community  Development  funds  in  a  manner  consistent  with  State  and 
local  needs* 
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States  and  will  be  counpctibs  over  the  WEXt  few  nowrNS  a  series 

OF   TRAINIM   SESSIOttS  TO  ACQUAINT   STATES  iflTN  TWE  FeKRAI. 

reouirehents  for  which  they  will  asswhe  KsrowsiBiLiTY*  Also« 
Section  107  Technical  Assistance  is  availaile  to  those  States 
expressing  an  interest  in  assumino  resronsillllty  for  the  m06rai1 

IN  EITHER  FY  19S2  OR  1983. 

The  Department  will  issue  revised  resulations  for  the 
HUD-Hanased  Shall  Cities  Prosran  withih  the  hext  few  «eeks« 
Because  the  statute  no  longer  requires  an  application  or  a 
Housing  Assistance  Pum,   we  will  »e  able  to  ihpleiient  a  one-step 
application  process^  instead  of  the  two-step  frocess  employed  in 
the  past  for  this  program.  .  The  selection  process  will  provide 
shall  cities  considerably  more  flexibility  in  designing  their 
programs • 

UpBAii  DpygiQPtigiiT  Action  Crants 

The  FY  1983  Budget  proposes  to  continue  the  Urban 
Development  Action  Grant  (UDA6)  Program  at  1440  million^  the  same 

FUNDING  LEVEL  AS  IN  1982.   LaST  YEAR  I  ANNOUNCED  THAT  AN 
EVALUATION  OF  THE  UDA6  PROGRAM  WOULD  BE  CARRIED  OUT  BY  OUR  OFFICE 

OF  Policy  Development  and  Research.  The  evaluation  teah 


Digitized  by  CjOOQIC 


2590 


CONDUCTED  AN  INTENSIVE  EXAMINATION  OF  80  ACTION  GrANT  PROJECTS  IN 

70  CITIES*  This  first  evaluation  concluded  that  UDA6  is 

SUBSTANTIALLY  FULFILLING  ITS  CONGRESSIONAL  MANDATE/  AND  THAT/  FOR 
THE  HOST  PART/  UDAG  PROJECTS  ARE  LIVING  UP  TO  THE  PRIVATE 
INVESTMENT  AND  JOB  CREATION  THAT  WAS  ORIGINALLY  ANTICIPATED*   ThE 
STUDY  ENABLED  US  TO  MAKE  SEVERAL  CHANGES  THAT  WILL  IMPROVE  THE 
program's  PERFORMANCE  IN  PROMOTING  ECONOMIC  DEVELOPMENT  IN 

distressed  cities  and  urban  counties* 

New  Action  Grant  regulations  incorporating  the  legislative 
provisions  enacted  last  year  were  published  in  the  federal 
Register  on  February  25,   1982  with  an  effective  date  of  March  31* 
Consistent  with  the  amended  statute^  the  UDAG  planning  process 

HAS  BEEN  STREAMLINED  SUBSTANTIALLY  TO  REDUCE  TINE  AND  PAPERWORK 
BURDENS  ON  APPLICANTS*   We  HAVE  INCORPORATED  THE  NEW  PROVISION 
THAT  THE  UDAG  SUBSIDY  BE  THE  LEAST  AMOUNT  REQUIRED  FOR  THE 
PROJECT  TO  PROCEED^  AND  WE  HAVE  STRENGTHENED  LANGUAGE  TO  INSURE 
THAT  THE  UDAG  GRANT  IS  NOT  USED  AS  A  SUBSTITUTE  FOR  OTHER 
AVAILABLE  NON-FeDERAL  FUNDS* 

The  regulations  stipulate  increased  emphasis  on  economic 
recovery  and  improve  our  ability  to  respond  to  local  priorities 
by  eliminating  the  requirement  that  hud  fund  a  reasonable  balance 
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AN0N6  CONMERCIAL^  INDUSTKIAL^  AND  NEUHBORHOOD  PROJECTS*  ThOSE 
PROJECTS  BEST  IMPLEMENTINS  ECONOMIC  RECOVERY  €OALS  **  LEVERA6INB 
PRIVATE  INVESTMENT  AND  PROVIDING  JOBS  AND  TAXES  i#  DISTRESSED 
CITIES  AND  URBAN  COUNTIES  **  MILL  RECEIVE  PRIORITY* 

Enterprise  Zones 

The  Administration  it  proposing  beveral  new  initiatives  this 

YEAR  TO  HELP  REVITALIZE  COMMUNITIES*   A  MAJOR  INITIATIVE  IS  OUR 

PLAN  FOR  Enterprise  Zones^  an  experimental  free-market  program 

FOR  IMPROVING  AND  DEVELOPING  DEPRESSED  AREAS*   ThIS  PROPOSAL  WILL 

PERMIT  States  and  localities  to  apply  to  the  Federal  Government 
for  designation  as  enterprise  zones  and  is  consistent  with  the 
Administration's  objective  of  strengthening  the  flexibility  of 
State  and  local  governments* 

The  purpose  of  the  program  is  twofold:  to  create  jobs  in 
depressed  urban  areas  and  rural  towns^  particularly  jobs  for 

disadvantaged  WORKERS/  AND  TO  REDEVELOP  AND  REVITALIZE  THE 

geographic  zone  areas* 

The  Enterprise  Zone  concept  relies  on  market 

processes— RATHER  THAN  FEDERAL  SUBSIDIES  AND  CENTRAL  PLANNING— BY 
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pr0vidin8  tax  relief  and  reducing  regulations  at  the  federal^ 
State  and  local  levels-  It  is  also  designed  to  encourage 
improvements  in  local  public  services  and  involve  private^  local 
and  neighborhood  organizations  in  the  program* 

Under  the  proposed  legislation^  HUD  would  be  authorized  to 

APPROVE  THE  DESIGNATION  OF  AN  AREA  AS  AN  ENTERPRISE  ZONE  ON  THE 

APPLICATION  OF  THE  StATE  AND  LOCAL  GOVERNMENTS^  IF  THE  AREA  MEETS 
ELIGIBILITY  CRITERIA  BASED  ON  POVERTY^  UNEMPLOYMENT^  AND  OTHER 
MEASURES  OF  DISTRESS*   Up  TO  25  ZONES  PER  VEAR«  FOR  THREE  VEARS^ 

could  be  so  designated^  on  a  competitive  basis* 

Although  there  will  be  no  Federal  outlays  for  the  program^ 
THE  Treasury  Department  estimates  that  $310  million  in  tax  . 

revenues  will  be  foregone  for  25  ENTERPRISE  ZONES  IN  THE  FIRST 
YEAR  OF  OPERATION*   ASSUMING  THE  PROGRAM  IS  SUCCESSFUL  IN 
STIMULATING  ECONOMIC  DEVELOPMENT  AND  EMPLOYING  UNEMPLOYED 
RESOURCES^  THIS  REVENUE  LOSS  SHOULD  BE  SIGNIFICANTLY  OFFSET  9Y 
THE  GENERATION  OF  NEW  REVENUES  AND  BY  REDUCED  GOVERNMENT 
EXPENDITURES  DUE  TO  THE  EMPLOYMENT  OF  INDIVIDUALS  FORMERLY 
RECEIVING  GOVERNMENT  AID*   ThE  COST  OF  THE  PROGRAM  SHOULD^ 
THEREFORE/  BE  EVEN  LESS* 
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Enterprise  Zones  oFrCR  sreaY  promise  for  improvins  the 

QUALITY  OPJ.IFE  IN  DISTRESSED  COMMUNITIES^  AND  I  HOPE  CONGRESS 
WILL  61VE  THIS  PROPOSAL  EXPEDITIOUS  AND  FAVORABLE  CONSIDERATION* 

Rental  Rehabilitation  Prosram 

The  Administration  is  also  proposing  a  new  rental 

REHABILITATION  PROGRAM  TO  HELP  PRESERVE  AND  UPGRADE  THE  NaTION'S 
RENTAL  HOUSING  STOCK*   ThE  NEW  PROGRAM  WILL  REPLACE  THE  SECTION 

312  Rehabilitation  Loan  and  Section  8  Moderate  Rehabilitation 
programs* 

The  PROGRAM  WILL  PROVIDE  GRANT  ASSISTANCE  OF  $150  MILLION.  TO 
LOCAL  GOVERNMENTS  AND  STATES  TO  SUPPORT  THE  REHABILITATION  OF 
APPROXIMATELY  30^000  UNITS*   ThE  GRANTS  WILL  BE  USED  TO  SUBSIDIZE 
THE  COST  OF  REHABILITATING  PROPERTIES  FOR  RENTAL  AT  COMPETITIVE 

market  rates* 

This  rehabilitation  initiative  will  be  linked  to  the  new 
noDiFiED  Section  4  Certificate  program*  Under  our  proposal^ 
30^000  Modified  Section  8  Certificates  will  be  made  available  to 
states  and  localities  carrying  out  rental  rehabilitation 
programs*  These  certificates  will  be  provided  to  eligible 
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TENANTS  RESIDING  IN  UNITS  TO  BE  REHABILITATED  UNDER  THE 
INITIATIVE.   The  tenants  will  have  the  option  of  REMAINING  IN  THE 
UNITS  AFTER  REHABILITATION  OR  USING  THE  ASSISTANCE  PROVIDED  BY 
THE  CERTIFICATES  TO  RESIDE  IN  OTHER  DWELLINGS  OF  THEIR  CHOICE* 

Those  certificates  available  as  a  result  of  tenants 
ineligible  for  assistance  residing  in  the  rehabilitated  units 
could  be  used  to  assist  other  eligible  families  in  the  locality* 
The  program  is  designed  to  encourage  participating  governments  to 
insure  that  the  rehabilitated  uhits  be  affordable  at  market  rates 
to  certificate  holders* 

We  believe  this  program  will  be  far  more  cost  IFFECTIVE  THAN 
PREVIOUS  REHABILITATION  EFFORTS  AND  WILL  RESULT  IN  INCREASED 
PRIVATE  SECTOR  PARTICIPATION  IN  UPGRADING  VALUABLE  EXISTING 
HOUSING  ASSETS* 

Urban  HonesTEAPiNG 

The  Department  also  is  proposing  $12  million  in  1983  to 
continue  and  expand  the  urban  homesteading  approach  to  housing 

AND  NEIGHBORHOOD  REVITALIZATION*   In  ADDITION  TO  THE  HOMESTEADING 
OF  SINGLE  FAMILY  PROPERTIES  IN  THE  HUD  INVENTORY/  A  DEMONSTRATION 
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PROGRAM  IS  PROPOSED  FOR  USE  OF  HUD-HEtD  NULTIFANIUY  PROPERTIES 
FOR  URBAN  H0MESTEAD1N6/  SPECIFICALLY  'CONDO-STEADINS*  AND 
'COOP-STEADING*'   We  INTEND  TO  EVALUATE  THE  EFFECTIVENESS  OF  THIS 
DEMONSTRATION  IN  REVITALIZING  DISTRESSED  NEIGHBORHOODS  AND  IN 
PROVIDING  HOMEOWNERSHIP  OPPORTUNITIES  FOR  MORE  PEOPLE* 

Housing  Assistance  prosrams 

Last  year^  the  Department  worked  closely  with  the  Congress 
TO  address  the  high  costs  of  housing  programs  and  reduce  the 

INEQUITIES  AND  INEFFICIENCIES  THAT  HAD  DEVELOPED  OVER  THE  YEARS^ 
We  HAVE  MADE  PROGRESS  IN  THESE  AREAS* 

During  the  past  year^  me  have  provided  cost  containment  and 
modest  design  requirements  for  the  section  8  and  section  202 
programs/  and  we  have  developed  regulations  for  increasing  the 
percentage  of  tenant  income  paid  for  rent  on  a  five'year 

PHASED-IN  BASIS*   ThESS  EFFORTS  WILL  CONTINUE* 

This  year  the  Administration  is  proposing  significant 
changes  in  the  direction  of  subsidized  housing  programs*  perhaps 

the  MOST  IMPORTANT  ASPECT  OF  OUR  FY  1983  ASSISTED  HOUSING  PROGRAM 
IS  THE  SHIFT  AWAY  FROM  LONG-TERM  SUBSIDIES  FOR  NEW  CONSTRUCTION/ 
AND  OUR  EMPHASIS  ON  THE  USE  OF  EXISTING  HOUSING  STOCK* 
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Elimimatimc  Costly  Mgw  Pbopuctiom,  The  Aoh  I  HI  STMT  ION  IS 
FR0P0SIN6  TO  CEASE  OFFERING  NEW  CONMITNENTS  FOR  THE  VERY 

EXPENSIVE  Section  8  new  construction/substantial  rehabilitation 

PROGRAM  AND  THE  PUBLIC  HOUSING  DEVELOPMENT  PROGRAM*   In  THEIR 
PLACE/  WE  WILL  RELY  MORE  HEAVILY  ON  LESS  EXPENSIVE  AND  MORE 
FLEXIBLE  KINDS  OF  SUBSIDIES  TO  ASSIST  LOWER'INCOME  FAMILIES*   ThE 

only  exception  to  this  general  strategy  is  the  section  202 
program  for  the  elderly  and  handicapped* 

Simply  stated^  our  present  production  programs  are  too 

COSTLY/  provide  TOO  LARGE  A  SUBSIDY  FOR  TOO  FEW  PEOPLE/  AND  ARE 
AT  BEST  AN  INDIRECT  WAY  OF  ADDRESSING  THE  BASIC  HOUSING  PROBLEM 
CONFRONTING  LOWER-INCOME  FAMILIES*   In  MOST  LOCALITIES/  THE 
PROBLEM  IS  NOT  A  LACK  OF  ADEQUATE  HOUSING  RESOURCES/  BUT  RATHER/ 
A  LACK  OF  ADEQUATE  FAMILY  INCOME* 

In  recent  YEARS/  TENANT  RENT  SUBSIDIES  PAID  TO  TNI 
DEVELOPERS  OF  NEW  SECTION  8  PROJECTS  HAVE  BEEN  RISING  AT  TWICE 
THE  RATE  OF  INCREASE  IN  CONSTRUCTION  COSTS*   FOR  EXAMPLE/ 
SUBSIDIZED  HOUSING  OUTLAYS  GREW  FROM  $2*9  BILLION  IN  1978  TO  $5*7 
BILLION  IN  1981/  WHICH  REFLECTS  AN  ANNUAL  GROWTH  RATE  OF  24 
PERCENT*   By  the  END  OF  FISCAL  YEAR  1981/  COMMITMENTS  FOR  FUTURE 
HOUSING  OUTLAYS  TOTALED  $236  BILLION*   ANNUAL  SUBSIDIES  IN  SOME 
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AREAS  RAN6E  AS  HIGH  AS  $17^000  PER  UN1T«  WITH  UF  TO  A  30*YEAR 
COMMITMENT  TO  PROVIDE  THIS  LEVEL  OF  SUBSIDY^   PUBLIC  HOUSING  IS 
ALSO  EXPENSIVE/  WITH  DEVELOPMENT  COSTS  AVERAGING  $63^000  PER 
UNIT*   It  IS  CLEAR  THAT  WE  CAN  NO  LONGER  AFFORD  THE  LUXURY  OF 

providing  rental  assistance  in  the  sane  way  it  l«as  been  furnished 
in  recent  years- 

The  Department  has  commitments  to  subsidize  some  300/000 
Section  8  and  Public  Housing  units  that  have  not  begun 
construction-  Many  of  these  projects  are  not  financially  viable 
and  are  not  making  progress  toward  the  construction  phase*  where 
this  is  the  case/  we  will  take  steps  to  cancel  the  commitments 
and  use  the  deobligated  funds  to  conduct  our  proposed  program* 

At  THE  SAME  TIME/  I  WANT  TO  MAKE  IT  CLEAR  THAT  WE  INTEND  TO 
HONOR  SUBSIDY  COMMITMENTS  AND  WILL  CONTINUE  TO  PROCESS  THOSE 
PROJECTS  THAT  ARE  ABLE  TO  PROCEED  TO  CONSTRUCTION*  As  A  RESULT/ 
WE  EXPECT  THE  ADMINISTRATION'S  PROGRAM  TO  INCREASE  THE  NUMBER  OF 
SUBSIDIZED  HOUSEHOLDS  FROM  3*3  MILLION  TO  3*8  MILLION  BY  THE  END 
OF  FISCAL  YEAR  1985* 

EMPHAS12IN6  USF  OF  ExiSTIIIfi  StOCK!   ThF  KODlFlgP  SgCTIQN  8 

Existing  Houstnc  Assistawcp  Prqcram.  To  ACHIEVE  OUR  PROPOSED 
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CHANGE  OF  PROGRAM  DIRECTION  FROM  COSTLY^  LONG-TERM  COMMITMENTS^ 
WE  ARE  PROPOSING  A  NEW  COMPONENT  "  A  ^MODIFIED  CeRTIFICATE*" 
UNDER  THE  SECTION  8  EXISTING  HOUSING  ASSISTANCE  PROGRAM*   WE 

expect  the  certificate  to  become  the  cornerstone  of  hud's  future 
assistance  to  the  truly  needy*  our  proposal  is  based  upon 
experience  from  the  lo'year  experimental  housing  allowance 
Program  and  the  successful  Section  8  Existing  program* 

The  modified  certificate  program  will  be  structured  in  much 

THE  SAME  WAY  AS  THE  CURRENT  SECTION  8  EXISTING  CERTIFICATE 
PROGRAM  WITH  PAYMENTS  CONTINUING  TO  60  DIRECTLY  TO  THE  OWNER* 
HOWEVER/  INSTEAD  OF  HAVING  RENT  'CAPPED*  BY  AN  ESTABLISHED  'FaIR 

Market  Rent/  as  in  the  current  Section  8  Existing  housing 

program,  tenants  will  receive  a  set  subsidy^  based  on  their 

income  and  the  relative  housing  costs  in  the  area,  to  apply 
toward  rent  in  units  of  their  choice* 

If  THE  SUBSIDY  RECIPIENTS  FIND  "BARGAINS*  MEETING  HOUSING 
QUALITY  STANDARDS/  THEY  CAN  RETAIN  THE  SAVINGS*   If  THEY  WANT  TO 

select  more  expensive  units/  they  must  pay  the  cost  difference 
themselves* 

The  modified  certificate  program  is  designed  to  provide 
flexibility  for  participating  families/  and  to  encourage 
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HOUSEHOLDS   TO  SHOP   FOR  tCSS   iXriMlVC   WITS  AMD  HCCOTUTC  fOII 
LOWER   RENTS*      It  ALSO  MILL  PROVIDE   FAfllLlES  MITH    INCREASED 

opportunities  to  infrove  their  mousins  by  allomins  then  to  choose 
from  a  wider  range  of  units* 

For  Fiscal  Year  1983^  our  dudget  request  anticipates  106«U5 
Modified  Certificates*  The  bulk  of  these  would  assist 
conversions  from  the  regular  Section  8  Existins  froqran  as 

current  COmiTHENTS  WITH  PuBLlC  HOUSINS  AGENCIES  EXPIRE*   FuNDINS 

will  also  be  available  for  assisted  families  when  owners  of 
Section  8  New  Construction  projects. do  not  renew  their  subsidy 
contracts/  when  publlc  housing  projects  are  sold  or  demolished^ 

or  when  formerly-subsidized  hud-owned  projects  are  SOLD* 

HOUSlNfi  FOR  THE  ElDERLY*   ThE  ADMINISTRATION  RECOGNIZES  THE 

special  needs  involved  in  providing  housing  for  the  elderly  and 
handicapped—needs  which  often  must  be  met  through  new 

construction— AND  PROPOSES  CONTINUATION  OF  THE  SECTION  202  DIRECT 

LOAN  PROGRAM* 

The  FY  1983  budget  level  of  $453  million  in  loan  authority 

WILL  ENABLE  US  TO  MAKE  COMMITMENTS  FOR  ABOUT  10/000  NEW  UNITS  FOR 
the  ELDERLY  OR  HANDICAPPED*   WHILE  THIS  REPRESENTS  A  REDUCED 


Digitized  by  CjOOQIC 


2600 


LEVEL  FROM  THE  17^000  UNIT  RESERVATIONS  WE  EXPECT  TO  HAKE  DURINO 
FY  1982^  WE  ANTICIPATE  NO  SLACKENING  IN  THE  PACE  IN  WHICH  202 
UNITS  ARE  COMPLETED  AND  HADE  AVAILABLE  FOR  OCCUPANCY*   DUE  TO 
LOAN  COMMITMENTS  MADE  THIS  YEAR  AND  IN  PRIOR  YEARS«  WE  EXPECT  TO 
SEE  A  TOTAL  OF  20^000  NEW  UNITS  MADE  AVAILABLE  FOR  OCCUPANCY  IN 
FY  1983^  AND  NEARLY  100^000  NEW  UNITS  MADE  AVAILABLE  OVER  THE 
NEXT  THREE  YEARS* 

In  order  to  achieve  maximum  benefit  from  the  loan  AUTHORITY 
ALREADY  AVAILABLE/  THE  DEPARTMENT  IS  TAKING  STEPS  TO  CANCEL 
PROJECTS  WHICH  HAVE  BEEN  IN  THE  PIPELINE  FOR  A  LONO  PERIOD  OF 
TIME  AND  WHICH  ARE  NOT  MAKING  ANY  PROGRESS  JTOWARD  CONSTRUCTION* 

In  ADDITION/  WE  ARE  IMPLEMENTING  REFORMS  THIS  YEAR  THAT  WILL 
ELIMINATE  UNNECESSARY  AMENITIES  IN  THESE  PROJECTS/  PERMIT 
COMPETITIVE  BIDDING  IN  CONSTRUCTION/  AND  SUBJECT  THE  PROGRAM  TO 
THE  SAME  COST  CONTROLS  AS  OTHER  FEDERALLY-ASSISTED  HOUSING 
PROGRAMS*   As  A  RESULT/  AND  IN  SPITE  OF  CONTINUING  INFLATION/  WE 
EXPECT  TO  ACHIEVE  A  DECREASE  IN  THE  AVERAGE  COST  OF  A  COMPLETED 

UNIT  FROM  $48/300  TO  $42/300  IN  1983* 

EmPHASI;IM6  HoPgRNIZATION  OF  PuBLIf  HOUSING  STQCK*   UNTIL 
RECENTLY/  THE  BASIC  APPROACH  TO  UPGRADING  PUBLIC  HOUSING  WAS  TO 
FINANCE  PIECEMEAL  PHYSICAL  IMPROVEMENTS  RATHER  THAN  ONE*TINE 
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SimSTAHTlAL  tmkSlLITATlOT  CF  A  rMJCCT*     T«It  I^WltHOi  HAS 
ABEQttATE  FOt  mST  ^MJCCTS  tCMltlSS  WLT  SCLSCTCB  MYSICAL 
INFROVEflEHTS,  BUT  HAS    IttilKOIIATC   FW  TWSC  HNUCCTS  Vim  SEVEAAL 
PHYSICAL  DEFICIENCIES* 

We  propose  to  fimd  the  ConptEiiEHsivE  lnptovEWEiiT  Assistauce* 

OR  flODERRIZATIOII^  PrOSRAN  1«  FY  1982  AND  1983  AT  A  LEVEL  OF  Sl«8 
BILLION  FOR  EACH  TEAR*  TnIS  RCFKSENTS  AN  INCREASE  OF  $100 
MILLION  OVER  THE  1981  LEVEL  OF  $1«7  BILLION  ACTUALLY  VSEB»  UnBER 
THIS  PROSRAH^  ME  ARE  PR0VIBIN6  FINANCIAL  ASSISTANCE  TO  PUBLIC 
NOUS  I  NO  ASENCIES  (PHAs)  TO  IMPROVE  THE  PHYSICAL  CONOITION  ANB 
UP6RABE  THE  HANAfiEHEHT  ANB  OPERATION  OF  EXISTINS  PUBLIC  MOUSINS 
PROJECTS  TO  ASSURE  THE  LONO-TERM  VIABILITY  OF  THE  PROJECTS « 

To  ASSIST  IN  FINANCINS  THIS  PROGRAM  WE  PROPOSE  TO  OFFER 
LOCAL  AUTHORITIES  THE  OPTION  OF  CANCELLING  OUTSTANBINS 
RESERVATIONS  FOR  CONSTRUCTION  OF  NEW  PUBLIC  NOUSINS  PROJECTS  ANB 
TO  USE  A  PORTION  OF  THE  BALANCE  FOR  THE  MODERNIZATION  OF  EXISTINS 

PROJECTS*  This  will  provide  housing  authorities  with  increased 
flexibility  in  dealing  with  local  needs* 

In  conjunction  with  the  Comprehensive  Improvement  Assistance 

PROGRAM/  PHAs  WILL  BE  EVALUATING  THEIR  PROJECTS  TO  DETERMINE 
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whether  they  can  be  hade  available  for  low-incohe  tenants  on  a 
cost-effective  basis/  or  whether  it  would  be  more  efficient  to 
sell  or  demolish  then  and  provide  the  tenants  with  hodifieo 
Section  8  Certificates  to  secure  other  units*  The  request  for 
authorization  to  sell  or  demolish  public  housing  units  must 
originate  with  the  phas* 

Public  Housing  QpgRATiNe  SuBsiPigs,  FoR  FY  1983  WE  PROPOSE 
$1/075  MILLION  TO  FUND  PUBLIC  HOUSING  OPERATING  SUBSIDY 
REQUIREMENTS*   ThIS  ESTIMATE  REFLECTS  ADJUSTMENTS  IN.. OPERATING 

subsidies  based  ok  proposed  procedural  and  regulatory  changes 
affecting  tenant  rent  payments  and  pha  operation/  more  efficient 
pha  management/  increased  support  by  state  and  local  governments^ 
and  anticipated  savings  from  improvements  in  energy  efficiency* 

Included  in  the  adjustments  is  the  impact  of  increasing  the 
maximum  allowable  rent  contribution  to  27  percent  of  income  in 
1983  for  existing  public  housing  tenants  and  30  percent  of  income 
for  new  public  housing  tenants* 

During  the  past  several  months  the  Department  has  been 
examining  alternative  methods  of  distributing  operating  subsidy 
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FUHDS^    AS  BIKCTO  BY  TMC  CmMKCSS    !■  TMC  flMli»«S  BvKTr 

lECOflClLlATlON  AcT  OF  1981.      Me  HAVE   KAftLT  CMTLTrED  TME   KEFOtT 

AND   EXPECT  TO  BE   ABLE  TO  SUBMIT    IT  TO  THE  COHNITTEE    !■  TMC   BEAR 
FirriMIE- 

ApjusTfiFTs  !■  Tfmat  Bfmt  CiMrr»iaiiTiiMi&.    The  Befakthemt's 

FY  1983  FROSBAH  ANTICIFATES  COBTIHUATIOH  OF  THE  FHASE-IN  OF  RENT 
IBCREASES  FOR  SIIBSIBIZEB  NOUSIBS  TENANTS*   TnIS  MILL  BE  COUFLEB 
MITH  AN  AoniHISTRATlOH  INITIATIVE  TO  TAKE  FOOO  StAHFS  INTO 

account  in  beterminiho  tenant  imcone* 

We  also  frofose  that  the  discretion  biven  the  Secretary  to 

INFLEHENT  LAST  TEAR'S  RENT  INCREASES  BE  AVAILABLE  TO  ASSURE 
THE  SRADUAL  FHASE'IN  OF  ANY  INCREASES  IN  TENANT  CONTRIBUTION 
RESULTING  FROM  INFLEMENTATION  OF  THE  HODIFIEB  CERTIFICATE 
FR06RAH* 

In  addition,  me  are  frofosins  am  overa(.l  20Z  caf  on  annual 

RENT  increases  ATTRIBUTABLE  TO  CERTAIN  LEGISLATIVE  CHANGES* 
SfECIFICALLY/  THE  CAP  MOULD  APPLY  TO  INCREASES  ATTRIBUTABLE  TO 
THE  1981  RENT  INCREASE  AHENDHENTS^  TO  THE  DETERMINATION  OF  A 
family's  CONTRIBUTION  UNDER  THE  MODIFIED  CERTIFICATE  PROGRAM^  AND 
TO  ANY  CHANGE  IN  FEDERAL  LAM  DEALING  MITH  MHAT  BENEFITS  CAN  BE 
COUNTED  AS  INCOME  FOR  HOUSING  ASSISTANCE  PURPOSES^  E*G*«  FOOD 
STAMPS- 
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It  should  be  noted  that  the  rent  burden  for  tenants  who 
RECEIVE  Federal  assistance  will  continue  to  be  sionificantly 

LOWER  than  for  LOW* INCOME  FAMILIES  WHO  DO  NOT  RECEIVC  SUCH 
ASSISTANCE*   YeRY  LOW'INCOHE  RENTERS  NOT  ASSISTED  BY  HUD  PROSRANS 
ARE  CURRENTLY  PAYING  AN  AVERAGE  OF  50  PERCENT  OF  THEIR  INCOME  FOR 

HOUSING*  Even  under  the  proposed  amendments^  HUD-assisted 

TENANTS  WILL/  IN  GENERAL/  BE  MUCH  BETTER  OFF  THAN  UNASSISTED 
HOUSEHOLDS* 

Indian  Housims.   We  PLAN  TO  MOVE  THE  APPROXIMATlLY  14/000 
UNITS  NOW  IN  THE  INDIAN  HOUSING  PIPELINE  TO  CONSTRUCTION  AND 
OCCUPANCY*   We  EXPECT  THESE  UNITS  TO  BE  COMPLETED  AT  A  RATE  OF 

about  4/000  units  per  year  over  the  next  three  years* 

High  development  costs/  excessive  Federal  requirements/  and 
current  management  problems  make  it  imperative  to  develop  a  more 
effective/  less  costly  approach  before  additional  new  funds  are 
MADE  Available*  For  this  reasoN/  the  Department  is  not 
requesting  new  authority  for  indian  housing  in  fiscal  year  1983* 

The  Office  of  Management  and  Budget  established  a  Task  Force 
in  the  fall  of  1981/  to  review  indian  housing  and  related 

PROGRAMS*   HUD  IS  A  MEMBER  OF  THIS  TaSK  FoRCE  WHICH  IS  NOW  IN  THE 
PROCESS  OF  COMPLETING  ITS  REPORT* 
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I«  THE   mCKIII^  IK  AK  ERMMIZIK   HWWUBJII    M 
PRACTICES  DY    IhDIMI   loVSlM  AvTHOftlTlES-      FlBMRIALLT 
ImIAM   HoUSIHC  AUTHOIIITIES  MAVC  K£«  ASKEB  T»  BTfCLOr  AO 
INFLEHEHT  RaHASEIIEVT   IflPMVEII£«T  fUUtt^  A»  Hi  ImIAB  FiCLB 

Office  staff  co«timie  to  be  available  tb  assist  Imiab 
cofviublties  ib  foviblatibs  apfbbfbiate  actibss  tb  bvebcbre 
fibabcial  abo  hababeflebt  fbbblens* 

Bpm  DlBggTKMIl  FOB  PMA 

OUB  LESISLATIVE  FBOFOSALS  FOB  FIA  ABE  BIBECTEB  TO  THBEE 
PBlflABY  OBJECTIVES*   We  PBOFOSE^  FIBST,  TO  BIBECT  FM'S 
SlBSLE-FAfllLY  FBOOBAfIS  TO  NOMEBUTEBS  OBSEBVEB  OB  BBBEBSEBVEB  BY 
THE  PRIVATE  SECTOBI  SECOBD,  TO  NOBEBBIZE  F1U  PBOSBAIIS  TO  HEET  TNE 
CHABSIN6  REOUIREHEBTS  OF  TNE  fUBKETPLACEi  ABB  TNIBB^  TO  INCBEASE 
HOUSIBS  AFFOROABILITY  ABB  ACHIEVE  COST  SAVIBSS  AT  HUB* 

MgfiQTIATEB  IbTEBEST  RaTES*  A  CHABSE^  LOBS  OVEBBUE^  IS  TNE 
ELININATION  OF  RESULATED  NORTSASE  INTEREST  RATES  FOR  FNA 
PROGRAfIS*   UbBER  OUR  PROPOSAL  FOR  BESOTIATEB  BATES^  TNE  NORTSASE 
INTEREST  RATE^  THE  COWIITNENT  FEE,  ANB  ANY  BISCOUNT  POINTS  WILL 
BE  NEGOTIATED  AND  AGREED  UPON  BETWEEN  THE  BORROWER  AND  TNE 
LENDER.   This  change  will  allow  INTEREST  RATES  TO  'FLOAT*  WITH 
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THE  MARKET/  AND  WILL  IN  MOST  INSTANCES  OBVIATE  THE  NEED  FOR 
EXCESSIVE  DISCOUNT  POINTS* 

ALTgRNATlvg  HoRTfiAfig  IwsTRUMgNTS,   We  ARE  REQUESTING  LIMITED 

authority  to  insure  various  alternative  m0rt6a6e  instruments  to 
keep  pace  with  a  rapidly  changing  mortgage  market* 

Based  on  the  success  of  our  Graduated  Payment  Mortgage  (GPH) 
program  for  homebuyers/  we  are  proposing  a  more  limited  6pn 
authority  for  use  with  multifamily  rental  projects* 

We  are  also  proposing  to  offer  Adjustable  Rate  Mortgages 
(ARHs)*  This  would  allow  FHA  homebuyers  a  choice  bItween  a 
fixed-rate  mortgage  with  an  interest  rate  containing  an  inflation 
premium/  or  an  adjustable  rate  mortgage  wherein  the  borrower 
shares  with  the  lender  in  any  inflation  risk* 

The  Department's  proposed  Shared  Appreciation  Mortgage  (SAH) 

IS  intended  for  use  with  both  single-family  and  MULTI-FAMILY 

housing*  Like  the  GPH  currently  offered  by  FHA  for  single-family 

MORTGAGORS/  THE  SAH  MAKES  POSSIBLE  MORE  READILY  AVAILABLE 
MORTGAGE  CREDIT  —  AND  POSSIBLY  LOWER  INITIAL  MONTHLY  PAYMENTS  — 
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!■   EXCMAKC   FOA  A  SMAftlK  CT  mf  JirrtCCIATIW  UUL12MB  AT  L«A« 
TEtffllHATION  OH   SALE  OF   TN£   FftOPCKTT- 

BoaTftAfcg   I»^ti»AfP  Permits.     Owi  rtOfOSAL  TO  tCO0|tC  Tt« 

'uFFRorr'  payhert  of  the  FHA  moktsase  ihsmamce  PREMim  (MP) 

tEFRESEHTS   A   SUBSTAHTIAL    IHFROVEHEIIT    !■  THE   lEFArniEIIT'S 
COLLECTIOH   OF    PREfllUN   PATNEITTS— ttlTHOVt  OUftOEHIM  THE  NORTSASOR* 

The  chance  mill  ersure  that  sufficient  revenues  are  available  to 

MEET  EARLY  YEAR  INSURANCE  CLAINS«   In  AOtlTION^  THE  CHANSE  HILL 
LOWER  THE  COSTS  OF  AOHINISTERINS  THE  STSTIN  FOR  BOTH  FRA  AHB 
FARTICIFATINS  LENDERS- 

In  ORDER  TO  RELIEVE  THE  HORTCASOR  OF  THE  BURDEN  OF  HAVINS  TO 
HAKE  A  LARGER  CASH  DOHNFAYHENT  AT  LOAN  ORISINI^TION^  ME  ARE 
PROPOSING  AN  AHENDHENT  SO  THAT  THE  'UPFRONT*  PREHIUH  MOULD  NOT 
INCREASE  THE  HORTGAGOR's  DOMNPAYNENT*   UnDER  OUR  PROPOSAL^  THE 
HORTGAGOR  MOULD  BE  ABtE  TO  AMORTIZE  THE  LUNP*SUN  PREHIUH  ALONG 
WITH  THE  FULL  MORTGAGE  AMOUNT* 

Othpr  FHA  iNITIATIVgS,   We  are  also  PROPOSING  OTHER 
INITIATIVES  THAT  MILL  ENABLE  US  TO  IMPROVE  OUR  EFFICIENCY  AND 
USEFULNESS-   ThESE  INCLUDE  A  PROPOSED  AMENDMENT  TO  SECTION  254(c) 
TO  ELIMINATE  THE  EXISTING  CONSTRAINT  ON  INSURING  UNITS  IN 
NON-FHA-INSURED  CONDOMINIUM  PROJECTS  LESS  THAN  A  YEAR  OLD#  AND 
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ANENDNENTS  TO  SECTIONS  207  AND  234(c)(2)  TO  RENOVE  LANOUAtC 
REQUIRING  HUD  REGULATION  OF  INSURED  PROJECT  RENTS  AND  RATES  OF 

return/  and  substitute  discretionary  authority  in  the  secretary* 
The  latter  anendnents  will  fernit  the  Departnent  to  dereoulati 
rent  levels  in  all  unsubsidized^  insured  projects* 

GOVERNnENT  NATIONAL  HORTfiAGE  ASSOCIATION  (6Hf1ft) 

HORTfiASE-BACKED  SECURITIES  PRQGRAfl*  THROUGH  THE 
N0RTGAGED-8ACKED  SECURITIES  PROGRAM^  6NHA  HAS  PIONEERED  THE 
DEVELOPMENT  OF  THE  SECONDARY  MARKET  FOR  MORTGAGE  FINANCING*   NE 
PROPOSE  CONTINUATION  OF  THE  MORTGAGE-BACKED  SECURITIES  PROGRAM  AT 
A  LEVEL  OF  $38*l|  BILLION*   ThE  LEVEL  PROPOSED  THIS  YEAR 
REFLECTS  A  MORE  REALISTIC  ASSESSMENT  OF  THE  AMOUNT  OF  CREDIT 
REQUIRED  TO  MEET  PROGRAM  DEMAND  IN  THE  CURRENT  ECONOMIC 
ENVIRONMENT.   IT  IS  IMPORTANT  TO  NOTE  THAT  THE  ACTUAL '^ VOLUME  OP 
SECURITIES  ISSUED  HAS  NEVER  COME  CLOSE  TO  THE  LEVELS  NOtl 
PROPOSED*   In  ADDITION/  WE  ARE  PUTTING  IN  PLACE  IN  FISCAL  YEAR 
1983  REASONABLE  INCREASES  IN  COMMITMENT  FEES  THAT  WILL  RESTRAIN 
UNNECESSARY  REQUESTS  FOR  COMMITMENTS* 

We  believe  that  the  reduction  proposed  in  the  FY  1983 

BUDGET  WILL  NOT  HAVE  A  MAJOR  IMPACT  ON  THE  AMOUNT  OF  FINANCING 
AVAILABLE  TO  CONSUMERS  FOR  HOUSING*   By  PUTTING  A  REALISTIC  AND 
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BOTH  THE  FeKHAL  MaTIOHAL  HMtTSAtt  As&BCtATlMt  AMI  FCKHAL 

Loam  florrsAsc  CotPotATiOH«    Ve  vill  tmniwm  ts  tmTwn  thi 

NAtKET   tirr  ME  AKE  LOOKIHS  TO  PtlVATE  flM  TO  rtAT  AH 
IHCREASinOLT    inrOtTAHT   HOLE   IH  THE  HCST  OF  THIS  BECABE* 


TAMHgii  TgmiMATiiiB.      Me  ABE  HOT  MOTOSIHS  AHT  RPHTHER 

FUHOiHS  FOR  THE  GilM  Tahdeh  Mortoase  Nbchase  Phoshah*    This 

FROORAfI  HAS  TORHEB  OOT  TO  BE  IHKH  MRE  EXFEHS1¥E  TNAH  0H10IHA4XT 
COHTEHFLATEB  AHD  THE  EFFECTS  OFTEH  HAVE  HOT  BEEH  FOCOSEB  OH  THE 
TRULY  HEEBY.   Ve  CAR  NO  L0H6ER  AFFORB  THE  LHXHHT  OF  BEVOTIHS 
SCARCE  RESOURCES  TO  FUBLtC  FROSRAfIS  THAT  ARE  EXFEHSIVE  YET  OFTEH 
IHADEOUATE* 

Fair  Homsiha 

This  Defartheht  is  firhly  conhitted  to  strensthenins 

EXISTIHS  FAIR  HOUSIHS  ENFORCEHEHT  FROCEBURES*   ThE  OePARTHENT  HAI 
retained  STROHS  CIVIL  RiSHTS  REOUIREHENTS  TO  ASSURE  THAT  ITS 
STATUTORY  RESPONSIBILITIES  CONTINUE  TO  BE  HET*   We  ARE  ALSO 
STREN6THENIH6  THE  SCOPE  AND  QUALITY  OF  OUR  N0NIT0RIN6  AND 
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COMPLIANCE  ACTIVITIES*   CONNECTED  WITH  THIS  EFFORT  IS  THE 
ESTABLISHMENT  OF  MECHANISMS  FOR  THE  COLLECTION  OF  ACCURATE/ 
TIMELY^  AND  ADEQUATE  DATA  TO  ENFORCE  OUR  CIVIL  RIGHTS 
OBLIGATIONS- 

Mew  Community  DgygLOPMgNT  Corpopatiqw 

Our  goal  has  been  to  liquidate  the  New  Communities  program 

AS  QUICKLY  AND  AS  EFFECTIVELY  AS  POSSIBLE*   ThE  PROGRAM  INITIALLY 
PROVIDED  GUARANTEE  SUPPORT  FOR  DEBT  ISSUED  FOR  LAND  ACQUtSITlON 
AND  DEVE4.0PMENT  FOR  SOME  13  NEW  COMMUNITIES*   WhEN  I  TOOK  OFFICE^ 
LAST  YEAR/  9  OF  THOSE  13  HAD  FAILED  FINANCIALLY  AND  HAD  BEEN 
ACQUIRED  BY  THE  NeW  COMMUNITY  DEVELOPMENT  CORPORATION  (NCDC)* 

I  AM  PLEASED  TO  REPORT  THAT  THROUGH  1981  NCDC  SOLD  OR 
PARTIALLY  DISPOSED  OF  FIVE  OF  THE  FAILED  COMMUNITIES  RESULTING  IN 
A  RETURN  TO  HUD  OF  APPROXIMATELY  $34  MILLION*   ThE  REMAINING  POUR 
HUD-OWNED  PROPERTIES  ARE  SCHEDULED  TO  BE  SOLD  WITHIN  THE  NEXT  12 
MONTHS  WITH  AN  EXPECTED  RETURN  TO  HUD  OF  APPROXIMATELY 
$16  MILLION*   We  estimate  ADDITIONAL  RECEIPTS  TO  HUD  OF 
APPROXIMATELY  $32  MILLION  FROM  SALVAGED  PROPERTIES/  FOR  A 
CUMULATIVE  TOTAL  OF  $82  MILLION* 
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COMCLUSIQN 

The  PR06RAH  CHANGES  AND  NEW  DIRECTIONS  BEING  UNDERTAKEN  BY 

THIS  Department  are  important  and  necessary  steps  in  reorienting 
Federal  resources  that  no  longer  can  be  regarded  as  unlimited* 
We  believe  these  scarce  resources  should  be  directed  'toward 
people/  not  toward  structures/  in  the  words  of  the  president's 
Housing  C6mmission« 

For  the  past  year^  this  Administration  has  worked  diligently 
to  develop  a  more  rational  and  economically  viable  approach  to 

THE  PROBLEM  OF  PROVIDING  SHELTER  FOR  THE  NaTION'S  POOR  AND  TO 

attack  the  serious  long-term  budgetary  problems  created  by  the 
Section  8  program*  We  believe  these  proposals  are  cost-effective 
and  needed/  but/  above  all/  are  fajr  and  equitable*  i  urge  this 
Committee  and  the  Congress  to  consider  them  carefully* 
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THE  SECRETARY  OF  HOUSING  AND  URBAN  DEVELOPMENT 

WASHINGTON,  D.C.  20410 

IP  /  March  26,  1982 


Honorable  Thomas  P.  O'Neill,  Jr. 
Speaker  of  the  House 
of  Representatives 
Washington,  D.  C.   20515 

Subject:  Proposed  "Housing  and  Community  Development  Amen<lnents 
of  1982" 

Dear  Mr.  Speakeri 

I  am  enclosing  proposed  legislation  to  extend  most  HUD-FHA 
insuring  authorities,  to  provide  funding  authorisations  for 
certain  programs  of  the  Department,  and  to  make  a  nunber  of 
program  amen<lnents  to  existing  authorities. 

Among  the  major  features  of  this  proposal  are: 

--  A  Modified  Section  8  Existing  Housing  Assistance  Program 
which  will  reduce  housing  subsidy  costs,  combat  rent 
inflation,  and  provide  greater  mobility  and  housing 
choice  for  assisted  families; 

--  A  Rental  Rehabilitation  Initiative  designed  to  preserve 
the  Nation's  rental  housing  stock  in  low-  and  moderate- 
income  neighborhoods  and  to  complement  the  Modified 
Certificate  proposal; 

--  Elimination  of  the  requirement  that  FHA  interest  rates 
be  set  by  law,  in  favor  of  negotiated  interest  rates 
determined  by  mortgagor  and  mortgagee; 

--  A  series  of  authorizations  designed  to  make  FHA 
insurance  more  available  to  those  unserved  or 
underserved  by  the  private  sector,  including  provisions 
permitting  the  Department  to  insure  single  family  and 
multi family  graduated  payment  mortgages  and  shared 
appreciation  mortgages,  and  single  family  adjustable 
rate  mortgages. 

In  addition  to  these  initiatives,  the  proposal  contains 
diverse  program  amendments  designed  to  put  the  Department's 
housing  assistance  and  mortgage  insurance  programs  on  a  more 
businesslike  footing,  to  simplify  program  administration,  and  to 
reduce  Federal  regulation. 
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A  seetion-by-seetion  explanation  and  Justification 
aeeonipanies  this  letter  and  more  fully  sets  out  the  contents  of 
the  bill.  Timely  enactment  of  this  proposal  would  provide  the 
Department  with  the  necessary  authority  to  carry  out  its 
responsibilities  effectively  during^  fiscal  year  198S.   I  request 
that  the  bill  be  referred  to  the  appropriate  comnittee  and  urge 
its  early  enactment. 

The  Office  of  Management  and  Budget  has  advised  that  the 
enactment  of  this  legislation  would  be  in  accord  with  the  program 
of  the  President. 

VeTy\8ineerely\^u 


Enclosure 


Samuel  R.  Pierce,  Jr 


(Identical  letter  sent  to  the  President  of  the  Senate) 
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97th  congress 
2d  Session 


H.  R.  6020 


To  amend  and  extend  certain  Federal  laws  relating  to  housing,  community  and 
neighborhood  development,  and  related  programs,  and  for  other  purposes. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

Mabch  31,  1982 

Bir.  Stanton  of  Ohio  (by  request)  introduced  the  following  bill;  which  was 

referred  to  the  Committee  on  Banking,  Finance  and  Urban  Affairs 


A  BILL 

To  amend  and  extend  certain  Federal  laws  relating  to  housing, 
community  and  neighborhood  development,  and  related  pro- 
grams, and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representor 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  this  Act  may  be  cited  as  the  "Housing  and  Community 

4  Development  Amendments  of  1982". 

5  TITLE  I— COMMUNITY  AND  NEIGHBORHOOD 

6  DEVELOPMENT 

7  RENTAL  REHABILITATION 

8  Sec.  lOL  (a)  Title  I  of  the  Housing  and  Community 

9  Development  Act  of  1974  is  amended  by  adding  the  foUow- 
10   ing  new  section  at  the  end  thereof: 
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6  WuMidior] 

7  *X2l  Bikr  ATifliMr  cmnct  antkoritr  as  pioiiied 
S  kr  xcsioB  c«1»«^ilBl  of  tke  Umted  Sates  Hottsinf  Act 
9  of  ld37  Vmot&i  ctnAnimX  to  uunbe  die  dtt> 

10  pliir»Min  of  Tenr  bw-bKooK  tcMAts  of  strotnires  le- 

11  haMitiifj  wkli  i<iWfttiiirf  loider  iltts  sectMML,  lo  assist 
L2  TCTT  lavHDCQoie  veaMMOs  of  these  stzvctures  who  are 

13  ii^iaoed  by  sudi  rehahflifatioii  aethities,  and  to  assist 

14  other  Terr  low-inccMDe   tenants  in  obtaining  decent, 

15  safe,  and  sanitanr  housing. 

16  Of  the  total  amoont  aj^rored  in  a|^KY^iriatkm  Acts  under 
IT  section     103    ior    fiscal    year     ld83,     not     more     than 

18  $150,000,000  dliaU  be  avaiUbk  for  that  year  for  rental  reha- 

19  bilitalkHi  grants  under  this  section. 

20  "(bXD  Of  the  auMHint  availaUe  in  any  fiscal  year  for 

21  grants  under  subsection  (aXl),  the  SeaeUrf  shall  allocate 

22  amounts  for  dties  which  have  a  population  ot  fifty  thousand 

23  or  m/ore,  urban  counties,  and  States,  taking  into  aooount  such 

24  factors   as   low-income   renter   population,   rental   housing 

25  market  conditions,  overcrowding  of  rental  houaiiig,  the  condi- 
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1  tion  of  the  rental  housing  stock,  and  such  other  objectively 

2  measurable  conditions  as  the  Secretary  deems  appropriate  to 

3  further  the  purposes  of  this  section. 

4  "(2)  Before  an  allocation  determined  under  paragraph 

5  (1)  for  any  fiscal  year  is  made  available  for  use,  the  Secretary 

6  may  adjust  the  allocation  as  foUows: 

7  "(A)   The   Secretary  is   authorized  to   establish 

8  minimum  allocation  amounts  for  cities  and  urban  coun- 

9  ties,  representing  program  levels  below  which,  in  the 

10  Secretary's  determination,  conduct  of  a  rental  rehabili- 

11  tation  program  would  not  be  feasible.  The  amount  of 

12  any  allocation  which  is  below  this  minimum  shall  be 
18  added  to  the  allocation  for  the  State  in  which  the  city 

14  or  county  is  located. 

15  "(B)  Beginning  with  fiscal  years  after  fiscal  year 

16  1983,  the  Secretary  is  authorized  to  adjust  the  alloca- 

17  tion  for  a  city,  urban  county,  or  State  administering  a 

18  rental  rehabilitation  program  as  provided  in  subsiection 

19  (e)(1),  by  up  to  15  per  centum  above  or  below  the 

20  amount  of  such  allocation,  based  on  an  annual  review 

21  of  each  such  entity's  performance  in  carrying  out  activ- 

22  ities  under  this  section.  The  Secretary  shall  establish 
28  performance  criteria  for  purposes  of  this  subparagraph, 

24  which  shall  include  performance  in  achieving  the  result 

25  that  at  least  80  per  centum  of  the  initial  rents,  on  a 
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1  frw-suket  Wss,  for  units  rrinHilitgJ  iridi 

2  aiioe  maier  tlib  Mctni  uv  widdii  die  appficdhle  p«T- 

3  mem  sundaid  for  die  arem,  ss  Jetamaei  nder  aee- 

4  tin  8(dNl)  of  die  Umted  States  Ho«sb«  Act  of  1937. 

5  SAfmngnft  (A)  shaD  not  ^^It  to  an  aDoeatioii 

6  wUdi   Cyis   below   tlie   mmiiiiaiii   amomit   described 

7  tfaetem  by  reason  of  an  adjustment  voder  tkis  sol^ara- 

8  graph. 

9  "(3KA)  The  Sc«retanr  shaD  allocate  the  cmtOMrt  author- 

10  itjkfr  modified  o^tfficates  referred  to  in  subsection  (aK2)  for 

11  use  in  each  city  referred  to  in  paragr^A  (1)  ot  this  subsec- 

12  tion^  urban  county,  and  State  in  the  same  prt^portion  as  each 

13  sudi  entity's  allocatimi  of  rental  rehabilitation  grants  undor 

14  paragn^ihs  (1)  and  (2)  of  this  subsection  bears  to  the  total 

15  amount  of  such  grants  availaUe  for  allocation  to  all  such  enti- 

16  ties  for  that  fiscal  yfear. 

17  "(B)  Hie  annual  contributions  contract  covering  the 

18  contract  authority  referred  to  in  the  preceding  subparagraph 

19  shall  contain  such  terms  and  conditions  as  the  Secretary 

20  deems  appropriate  to  carry  out  the  purposes  of  this  section, 

21  including  provisions  to  assure  that  the  appropriate  public 

22  housing  agency  makes  such  authority  available  to  eligible 

23  tenants  of  structures  rehabilitated  with  assistance  under  this 

24  section. 
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1  ''(4)  The  Secretary  shall,  at  least  on  an  annual  basis, 

2  make  such  reviews  and  audits  as  may  be  necessary  or  appro- 

3  priate  to  determine — 

4  ''(A)  where  the  grantee  is  a  unit  of  general  local 

5  government  or  a  State  canying  out  its  own  rental  re- 

6  habilitation  program  as  provided  in  subsection  (e)(1)(A), 

7  whether  (i)  the  grantee  has  carried  out  its  activities  in 

8  a  timely  manner  and  in  accordance  with  the  require- 

9  ments  of  this  section  and  of  section  107(d),  and  has  a 

10  continuing  capacity  to  carry  out  those  activities  in  a 

11  timely  manner,  and  (ii)  the  modified  certificates  made 

12  available  under  this  section  have  been  administered  in 

13  accordance  with  the  requirements  of  the  United  States 

14  Housing  Act  of  1937  and  of  this  section;  and 

15  ''(B)  where  the  grantee  is  a  State  distributing  re- 

16  sources  made  available  under  this  section  to  units  of 

17  general  local  government  as  provided  in  subsection 

18  (e)(1)(B),  whether  the  State  (i)  has  distributed  such  re- 

19  sources  in  a  timely  manner  and  in  accordance  with  the 

20  requirements  of  this  section  and  of  section  107(d)  and 

21  (ii)  has  made  such  reviews  and  audits  of  the  units  of 

22  general  local  government  as  may  be  necessary  or  ap- 

23  propriate  to  determine  whether  they  have  satisfied  the 

24  performance  criteria  described  in  subparagraph  (AXi)  of 

25  this  paragraph. 
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1  The  Secretary  may  adjust,  reduce,  or  withdraw  resources 

2  made  available  to  States  and  units  of  general  local  govem- 

3  ment  receiving  assistance  under  this  section,  or  take  other 

4  action  as  appropriate  in  accordance  with  the  findings  of  these 

5  reviews  and  audits,  except  that  resources  already  expended 

6  on  eligible  activities  shall  not  be  recaptured  or  deducted  from 

7  future  resources  made  available  to  the  grantee.  Any  amounts 

8  which  become  available  as  a  result  of  actions  under  this  para- 

9  graph  or  section  111  shall  be  reallocated  in  the  year  in  which 

10  they  become  available  to  such  grantee  or  grantees  as  the 

1 1  Secretary  may  determine. 

12  '*(5)  The  Secretary  is  authorized  to  establish  maximum 

13  levels  of  rental  rehabilitation  grant  amounts  which  a  grantee 

14  may  receive  under  this  subsection  m  any  fiscal  year.  These 

15  maxima  may  be  expressed  as  percentage  increments  above 

16  the  allocations  determined  under  paragraphs  (1)  and  (2)  of 

17  this  subsection. 

18  "(6)  Any  rental  rehabilitation  grant  amounts  which  are 

19  not  obligated  at  the  end  of  any  fiscal  year  shall  be  added  to 

20  the  amount  available  for  allocation  for  such  grants  for  the 

21  succeeding  fiscal  year. 

22  "(c)  Any  city  or  urban  county  receiving  an  allocation 

23  under  subsection  (b)  and  any  State  administering  a  rental  re- 

24  habilitation  program  as  provided  in  subsection  (e)(1)  shall 

25  prepare  an  annual  statement  containing  a  description  of  its 
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1  rental  rehabilitation  program.  Except  in  the  case  of  a  State 

2  distributing  resources  as  provided  in  subsection  (e)(1)(B),  the 

3  statement  shall  consist  of  the  activities  each  entity  proposes 

4  to  undertake  for  the  fiscal  year,  including  its  projected  prog- 

5  ress  in  carrying  out  those  activities.  The  statement  of  a  State 

6  distributing  resources  as  provided  in  subsection  (eKl)(B)  shall 

7  consist  of  its  proposed  method  of  distributing  the  resources. 

8  No  later  than  December  31  of  the  year  in  which  the  program 

9  is  to  be  undertaken,  the  statement  shall  be  made  available  to 

10  the  public,  and  a  copy  shall  be  furnished  to  the  Secretary. 

11  ''(d)  Rental  rehabilitation  programs  assisted  under  this 

12  section  shall  meet  the  following  requirements: 

13  "(1)  rental  rehabilitation  grants  shall  only  be  used 

14  to  rehabilitate  structures  which  are  (A)  located  in 

15  low-  and  moderate-income  areas,  as  defined  and  desig- 

16  nated  by  the  grantee,  and  (B)  to  be  used  for  primarily 

17  residential  rental  purposes; 

18  "(2)  dwelling  units  in  structures  rehabilitated  with 

19  assistance  under  this  section  shall  meet  the  housing 

20  quality  standards  established  by  the  Secretary  for  the 

21  modified  certificate  program  under  section  8  of  the 

22  United  States  Housing  Act  of  1937; 

23  ''(3)  rental  rehabilitation  assistance  provided  under 

24  this  section  for  any  structure  shall  not  exceed  50  pier 

25  centum  of  the  total  rehabilitation  costs  associated  with 
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1  the  rdiabOiUtkm  of  thmt  structure,  as  determined  by 

2  the  Seaetar}^; 

3  ''(4)  States  and  units  oi  general  local  govemm^it 

4  receiving  assistance  under  this  section  shall  not  impose 

5  rental  requirements  on  structures  rehabilitated  with  as- 

6  sistance  under  this  section  (including  requirements  re- 

7  lating  to  the  rents  which  may  be  charged  after  rehabili- 

8  tation)  which  differ  from  those  appticaUe  to  structures 

9  undergoing  comparable   rehabilitation   without  assist- 

10  ance  under  this  section; 

11  "(5)  an  owner  of  a  structure  rehabilitated  with  as- 

12  sistance  under  this  section  shall  not  refuse  to  rent  a 

13  dwelling  unit  in  the  structure  to  a  family  solely  be- 

14  cause  the  family  is  receiving  rental  assistance  under 

15  section  8  of  the  United  States  Housing  Act  of  1937; 

16  ''(6)  rehabilitation  financing  for  a  structure  assist- 

17  ed  under  this  section  shall,  to  the  maximum  extent 

18  practicable,  require  that  the  borrower  shall  be  person- 

19  ally  liable  for  repayment  of  all  such  Hnancing  in  the 

20  event  of  default;  and 

21  ''(7)  States  and  units  of  general  local  government 

22  receiving  rental  rehabilitation  assistance  under  this  sec- 

23  tion  shall  not  deduct  therefrom  any  amounts  to  cover 

24  administrative  expenses  incurred  by  them  in  carrying 

25  out  their  responsibUities  under  this  section. 
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1  ''(e)(1)  Except  as  provided  in  paragraph  (2),  the  State 

2  shall  administer  resources  made  available  under  subsection 

3  (b)  for  any  fiscal  year.  These  resources  shall  only  be  used  to 

4  carry  out  activities  under  this  section  in  areas  of  the  State 

5  outside  a  city  or  urban  county  which  received  an  allocation 

6  for  that  fiscal  year  under  subsection  (b).  The  State  may  use 

7  all  or  part  of  these  resources  (A)  to  carry  out  its  own  rental 

8  rehabilitation  program  or  (B)  to  distribute  them  to  units  of 

9  general  local  government. 

10  ''(2)  States  may  elect  not  to  administer  resources  made 

11  available  for  fiscal  year  1983.  This  election  shall  be  made  in 

12  such  manner  and  before  such  time  as  the  Secretary  may  pre- 

13  scribe.  The  Secretary  shall  administer  the  resources  available 

14  to  any  State  exercising  such  an  election  in  accordance  with 

15  regulations   and  procedures   prescribed  by  the   Secretary, 

16  which  regulations  shall,  to  the  maximum  extent  practicable, 

17  be  comparable  to  those  for  cities  and  urban  counties  receiving 

18  resources  under  subsection  (b). 

19  "(f)  The  Secretary  may  by  regulation  establish  such 

20  standards  governing  relocation  payments  and  other  related 

21  assistance  as  the  Secretary  determines  to  be  appropriate. 

22  "(gKl)  The  Secretary  shall  establish  procedures  which 

23  support  national  historic  preservation  objectives  and  which 

24  assure  that,  if  any  rehabilitation  proposed  to  be  assisted 

25  under  this  section  would  affect  property  that  is  included  on 
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1  dip  Xiriwil  Scfiaer  «!  Bmvir  FlMes;.  svdi  Mtrrirr  sUI 

2  m  he  MJiinlf  nks  U>  ii  W!  rMSonklr  sMt  Aie 

3  stuiiftrds  for  rrfcihikirinn  ^w4  br  die  Secmur  «r  die 

4  ImeriGr  «■!  die  appropriite  State  ktstorir  ptesetiadott  oS- 

5  ccr  is  ftffarded  tke  uypuimnUr  to  cooiimt  on  die  speciBt 

6  rdttbi&utni  pba.  or  (B)  die  AdrisorT  CiMmdi  on  Hislorit 

7  Presormtioo  is  mfibrded  an  o^ortunitr  to  coamimt  on  cmses 

8  ior  wfakfa  the  recipient  of  assistiDce.  in  consohmtion  with  the 

9  Slate  historic  presnraticm  officer,  detmnines  that  the  pro- 

10  posed  rehaKlitatitMi  artiritj  cannot  msmiahiT  meet  such 

11  standards  or  would  adversdr  afiCeet  htslorie  pn^rtr  as  de- 

12  fined  therein. 

13  "(2)  The  Secretary's  award  and  recipient  use  of  re- 

14  sources  made  aTailaUe  under  this  section  shaU  not  be  subject 

15  to  the  National  EnvinHimental  Policy  Act  and  the  provisions 

16  of    related    laws    and    authorities    as    identified    by    the 

17  Secretary's  regulaticms  issued  pursuant  to  section  104(f)  of 

18  this  Act. 

19  "(h)  For  purposes  of  this  section,  the  term  'grantee' 

20  means  (1)  any  city  or  urban  county  receiving  resources  under 

21  subsection  (b),  (2)  any  State  administering  a  rental  rehabilita* 

22  tion  program  as  provided  in  subsection  (eXl),  and  (3)  any  unit 

23  of  general  local  government  which  receives  assistance  from 

24  the  Secretary  as  provided  in  subsection  (eK2).". 
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1  (b)  The  first  sentence  of  section  104(g)(1)  of  such  Act  is 

2  amended    by    inserting     ''(except    funds    under    section 

3  122(a)(1))"  after  "funds". 

4  (c)  The  first  sentence  of  each  of  section  106  (a)  and 

5  (d)(1)  of  such  Act  is  amended  by  striking  out  ''and  section 

6  119"  and  inserting  in  lieu  thereof  ",  section  119,  and  section 

7  122". 

8  (d)  Section  107(d)  of  such  Act  is  amended  by — . 

9  (1)  striking  out  "unless  the  applicant"  in  para- 

10  graph  (1)  and  inserting  in  lieu  thereof  the  following: 

11  "and  no  assistance  may  be  made  available  under  sec- 

12  tion  122  unless  the  grantee";  and 

13  (2)  inserting  "grantee  or"  before  "applicant"  in 

14  paragraph  (3). 

15  UBBAN  H0ME8TEADIN0 

16  Sec.  102.  (a)  The  first  sentence  of  section  810(h)  of  the 

17  Housing   and   Community   Development  Act  of   1974  is 

18  amended  by  striking  out  "and  not  to  exceed  $13,467,000  for 

19  the  fiscal  year  1983"  and  inserting  in  lieu  thereof  "not  to 

20  exceed  $12,000,000  for  the  fiscal  year  1983,  and  such  suxQS 

21  as  may  be  necessary  for  the  fiscal  year  1984". 

22  (b)  Section  810  of  such  Act  is  amended — 

23  (1)  striking  out  "without  payment"  in  the  first 

24  sentence  of  subsection  (a)  and  inserting  immediately 

25  before  "any  real  property"  in  such  sentence  the  foUow- 
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1  ing:  "for  sodi  eoamien&m  Gf  any)  as  may  be  mutual- 

2  ly  agreed  upon,"; 

3  (2)  strikmg  out  'Snthout  payment''  in  clause  (D) 

4  in  the  second  sentence  of  subsection  (a)  and  insertiiig 

5  in  lieu  thereof  the  following:  ",  offset  by  any  considera- 

6  tion  to  be  received"; 

7  (3)  striking  out  "without  any  substantial  consider- 

8  ation"  in  subsection  (bXl)  and  inserting  in  lieu  thereof 

9  die  following:  "for  such  consideration,  if  any,  as  may 

10  be  agreed  upon  by  the  entity  and  the  individual  or 

11  family"; 

12  (4)  striking  out  "and"  the  first  time  it  appears  in 

13  subsection  (bX2)  and  inserting  in  lieu  thereof  a  comma; 

14  (5)  inserting  immediately  before  the  semicolon  at 

15  the  end  of  subsection  (bX2)  the  following:  ",  and  ability 

16  to  pay  any  consideration  required  in  connection  with 

17  conveyance  of  the  property"; 

18  (6)  striking  out  "and"  at  the  end  of  subsection 

19  (b)(3XC)  and  inserting  "and"  after  the  semicolon  at  the 

20  end  of  subsection  (bX3XD); 

21  (7)  adding  the  following  new  subparagraph  at  the 

22  end  of  subsection  (bX3): 

23  "(E)  pay  the  agreed-UDonj^o^isideration  for 

24  the  property;"; 
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1  (8)  striking  out  "without  consideration"  in  subsec- 

2  tion  (b)(5);  and 

3  (9)  adding  the  following  new  material  at  the  end 

4  of  subsection  (b);^ 

5  **Any  unit  of  general  local  goveniment,  State,  or  agency 

6  designated  by  either,  which  receives  consideration  in  connec- 

7  tion  with  the  conveyance  of  a  property  to  an  individual  or 

8  family  under  this  section  in  an  amount  exceeding  any  consid- 

9  eration  paid  to  the  Secretary  in  connection  with  the  transfer 

10  of  the  property  to  any  such  entity,  shall  remits  to  the  Secre- 

11  tary,  in  such  manner  and  at  such  time  or  times  as  the  Secre- 

12  tary  may  prescribe,  50  per  centum  of  the  amount  of  such 

13  excess,  less  such  deductions  and  allowances  as  the  Secretary 

14  may  prescribe.  Any  amount  retained  by  an  entity  pursuant  to 

15  the  preceding  sentence  shall  be  used  by  the  entity  in  further- 

16  ance  of  its  urban  homesteading  activities.". 

17  (c)  Section  810  of  such  Act  is  amended  by — 

18  (1)  adding  ''or  (i)"  inunediately  after  ''subsection 

19  (b)"  in  subsection  (c);  and 

20  (2)  adding  the  following  new  subsection  at  the  end 

21  thereof: 

22  "(i)  Notwithstanding  any  other  provision  of  law,  includ- 

23  ing  any  other  provision  of  this  section,  the  Secretary  is  aa- 

24  thorized  to  undertake  a  program  to  demonstrate  the  feasibil- 
,25  ity  and  desirability  of  using  a  variety  of  homesteading  and 
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1  related  tedmiqaes  to  facilitate  the  reuse  for  homeownershq) 

2  purposes  of  properties  which  are  owned  by  the  Seeretarr  and 

3  contain  five  or  more  dwelling  units.  Hie  Secretary  shall 

4  convey  properties  which  Ae  Secretary  determines  are  suit- 

5  able  for  the  demonstration  to  a  unit  of  general  local  govern- 

6  ment  or  a  State,  or  an  agency  or  instrumentality  of  a  unit  of 

7  general  local  government  or  a  State,  for  such  consideration  (if 

8  any)  as  may  be  agreed  between  the  Secretary  and  the  trans- 

9  feree,  and  upon  such  terms  and  conditions  as  the  Secretary 

10  deems  appropriate,  including  provisions  to  assure  that  the 

11  subsequent  transfer  of  the  property  to  private  ownership  will 

12  result  in  a  reuse  which  is  primarily  residential,  with  dwelling 

13  units  in  the  project  owned  by  individuals  under  a  cooperative 

14  or  condominium  form  of  ownership.  In  canying  out  this  dem- 

15  onstration,  the  Secretary  shall,  to  the  maximum  extent  feasi- 

16  ble,  minimize  the  displacement  of  residents  of  properties  to  be 

17  used  in  the  program.  To  reimburse  the  housing  loan  funds  for 

18  properties  transferred  under  this  subsection,  the  Secretary  is 
19.  authorized,  to  the  extent  provided  in  appropriation  Acts,  to 

20  use  amounts  appropriated  under  subsection  (h).". 

21  BBPBALEBS 

22  Sec.   103.  (aXD  Section  312  of  the  Housing  Act  of 

23  1964  is  hereby  repealed,  except  th|Lt_the  first  and  second 

24  sentences  of  subsection  (d)  of  such  section  shall  remain  in 

25  effect  until  September  30,  1983,  or  until  such  earlier  time  as 
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1  the  assets  and  liabilities  of  the  revolving  fund  under  such  sec- 

2  tion  are  transferred  to  the  revolving  fund  for  liquidating  pro- 

3  grams  established  pursuant  to  title  11  of  the  Independent 

4  Office  Appropriation  Act  of  1955.  All  moneys  in  the  revolv- 

5  ing  fund  for  liquidating  programs  shall  be  available  forneces- 

6  sary  expenses  of  servicing  and  liquidating  loans  made  pursu- 

7  ant  to  section  312,  including  reimbursement  or  payment  for 

8  services  and  facilities  of  the  Government  National  Mortgage 

9  Association  and  of  any  public  or  private  entity  for  the  servic- 

10  ing  or  liquidation  of  such  loans. 

11  (2)  Any  loan  which,  before  the  effective  date  of  this  sub- 

12  section,  was  obligated  under  and  governed  by  section  312  of 

13  such  Act  shall  continue  to  be  governed  by  the  provisions  of 

14  such  section  312  as  they  existed  immediately  before  such 

15  effective  date. 

16  (bXl)  Section  414  of  the  Housing  and  Urban  Develop- 

17  ment  Act  of  1969  is  hereby  repealed. 

18  (2)  Notwithstanding  paragraph  (1)  of  this  subsection,  the 

19  Secretary  of  Housing  and  Urban  Development  and  the  Seo- 

20  retary  of  Agriculture  may  dispose  of  Federal  surplus  real 

21  property  pursuant  to  the  terms  of  section  414  of  such  Act  if, 

22  prior  to  the  effective  date  of  this  Act,  either  Secretary  had 

23  requested  the  Administrator  of  General  Services  to  transfer 

24  such  property  for  such  disposition:  Promded,  That,  if  either 

25  Secretary  has  not  so  disposed  of  any  such  property  within 
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1  one  hundred  and  twenty  days  of  the  ^foctive  date  of  this  Aet» 

2  such  property  shaD  be  transferred  hack  to  ihe  Administrator. 

3  (3)  Notwidistanding  paragraph  (1)  of  this  subsection, 

4  subsection  (b)  of  section  414  of  such  Act  shaD  continue  to 

5  apply,  where  applicable,  to  all  property  transferred  by  either 

6  Secretary  pursuant  to  section  414  of  such  Act»  including 

7  properties  transferred  pursuant  to  paragraph  (2)  of  this  sub- 

8  section. 

9  (cKD  Section  106(g)  of  the  Housing  Act  of  1949  is 

10  hereby  repealed. 

11  (2)  Section  703(d)  of  the  Housing  and  Urban  Develop- 

12  ment  Act  of  1965  is  hereby  repealed. 

13  (3)  Sections  704  and  705  and  the  second  sentence  of 

14  section  706  of  the  Housing  Act  of  1961  are  hereby  repealed. 

15  TITLE  n— HOUSING  ASSISTANCE  PROGRAMS 

16  ALLOCATION  AND  USB  OP  ASSISTED  HOUSING  AUTHORITY 

17  Sec.  201.  (a)  Section  213(d)  of  the  Housing  and  Com- 

18  munity  Development  Act  of  1974  is  hereby  repealed. 

19  (b)  Section  5(c)  of  the  United  States  Housing  Act  of 

20  1937  is  amended  by— 

21  (1)  striking  out  the  last  sentence  of  paragraph  (1); 

22  and 

23  (2)  striking  out  paragraphs  (2)  and  (3)  and  redes- 

24  ignating  the  remaining  paragraphs  accordingly. 
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1  MODIFIED  SECTION  8  EXISTING  HOUSING  ASSISTANCE 

2  PBOGBAM 

3  Sec.  202.  (a)  Section  80))  of  the  United  States  Housing 

4  Act  of  1937  is  amended  by  adding  the  following  new  para- 

5  graph  at  the  end  thereof: 

6  ''(3)  Assistance  contracts  entered  into  under  this  section 

7  shall  provide  for  either  (A)  assistance  payments  under  subsec- 

8  tion  (c)  of  this  section  based  upon  the  maximum  monthly  rent 

9  which  the  owner  is  entitled  to  receive  for  each  dwelling  unit 

10  with  respect  to  which  the  payments  are  to  be  made,  or  (B) 

1 1  assistance  payments  under  subsection  (d)  of  this  section  based 

12  upon  a  pa}nnent  standard  which  is  used  to  determine  the 

13  maximum  monthly  assistance  which  may  be  paid  for  any 

14  family.  Assistance  contracts  using  a  payment  standard  shall 

15  only  be  entered  into  pursuant  to  annual  contributions  con- 

16  tracts  which  are  executed  after  the  effective  date  of  the 

17  Housing   and    Conmiunity    Development   Amendments    of 

18  1982,  and  which  provide  for  modified  certificate  assistance 

19  with  respect  to  existing  dwellmg  units  selected  by  the  family 

20  to  be  assisted.". 

21  0))  Section  8(c)  of  such  Act  is  amended  by — 

22  (1)  striking  out  the  designation  ''(cKl)"  and  the 

23  first  sentence  of  paragraph  (1)  and  inserting  in  lieu 

24  thereof  the  following: 
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1  '^c)  Litfe  cue  «f 

2 


8  (2)  m^a^  am  ihe 

9  gofk  (11  ni  inenaic  m  Km  dMmrf  Ae 

10  ^«r  flMfan  mak  iv  n  am  ifaaD  be  puUUkei  m 

11  AeFeiotflbe^blir.''; 

12  (3)  Mnidi^  ant  ife  aaoond  aolcaee  k  yarifn^ 

13  afc 

U  <4^  stniaqp  Mt  ''uader  lins  aeetMC^'  in  pamgrafii 

15  (6)  and  iBserliiif  in  lieu  ikeeefd  *%or  fievhr  (OODSlaiicted 

15  V  ndMtazitiaUT  ndttfaaitalad  mute*';  and 

17  (5)  addias  ^^  foUoaosf  upv  fani^nfiis  at  the 

16  end  liica^raE: 

19  ''(9)  OoBteacte  u>  make  asaatoiiee  fmuBOte  entered 

20  ink)  by  a  pid»Iic  housii^  ^fcacy  wilb  mn  ^muar  of  exintiaf 

21  hxKmDf  imitfi  idiall  be  lor  a  term  af  JMt  leas  Ifaui  one  mosA 

2S  vide  <wi1^  fm^eei  to  aaj  unit)  tiuiU-- 

24  '^iA)  liK  aaleetian  isi  teaants  lor  aodi  tmits  shall 

25  be  ^  fimetion  of  the  owner,  sid^eet  to  liie  prorisioDS 
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1  of  the  annual  contributions  contract  between  the  Secre- 

2  tary  and  the  agency,  except  that  the  tenant  selection 

3  criteria  shall  give  preference  to  families  which,  at  the 

4  time  they  are  seeking  assistance,  occupy  substandard 

5  housing  or  are  involuntarily  dispUced; 

6  "(B)  the  lease  between  the  tenant  and  the  owner 

7  shall  be  for  at  least  one  year  or  the  term  of  such  con- 

8  tract,  whichever  is  shorter,  and  shall  contain  other 

9  terms  and  conditions  specified  by  the  Secretary; 

10  "(C)  the  owner  shall  not  terminate  the  tenancy 

11  except  for  serious  or  repeated  violation  of  the  terms 

12  and  conditions  of  the  lease,  for  violation  of  applicable 

13  Federal,  State,  or  local  law,  or  for  other  good  cause; 

14  "(D)  maintenance  and  replacement  (including  re- 

15  decoration)  shall  be  in  accordance  with  the  standard 

16  practice  for  the  building  concerned  as  established  by 

17  the  owner  and  agreed  to  by  the  agency;  and 

18  "(E)  the  agency  and  the  owner  shall  carry  oat 

19  such  other  appropriate  terms  and  conditions  as  may  be 

20  mutually  agreed  to  by  them. 

21  "(10)  Notwithstanding  any  other  provision  of  law,  with 

22  the  approval  of  the  Secretary  the  public  housing  agency  ad* 

23  ministering  an  assistance  contract  with  respect  to  existing 

24  housing  units  may  exercise  all  management  and  maintenance 
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1  responsibilities  with  respect  to  those  units  pursuant  to  a  con- 

2  tract  between  such  agency  and  the  owner  of  luoh  unitfi.''. 

3  (c)  Section  8(d)  of  such  Act  is  amended  to  read  an  fol- 

4  bws: 

5  "(d)  In  the  case  of  assistuice  contracts  ustnn;  a  payment 

6  standard: 

7  "(1)  The  Secretary  shall  establish  paymi^rit  stand- 

8  ards  for  dwelling  units  of  various  sizes  and  typ^  in  iJtm 

9  market  area.  The  payment  standard  shall  be  fisM  Up 

10  detemnne  the  marimnm  nuMitfaly  assitlan^  whi/^  may 

11  be  paid  far  aoy  famly,  as  priflnrided  in  pa/afrapb  (2)  ^4 
\2  023  fobaeetim.  Payment  ftandardi  sikalt  ht^.  ^mM$dm4 

13  as  -ggmA  iemckti  xa  aMtsic  &Miiea  m  %fk^m^  di^>MC, 

14  mm  uuL  waasMrj  fumamt;  «M^  pfmn4fim0  mmtuts^A  «^ 

15  ae   fTittcem:    MMiiiu^   3uiiiti«tr   (4   UismA^     p^^iwfiie 
1$  ^aaamriA  w  m  ir«a  nutil  v^  »iini»a^il  ji  *ai^  tt^A^^ 

±1  JBOllfri     tvunlfir     lig^iiiMfC     n0^0m0^     ^^9^0^~    ^(MS     »M$t 

il  ■aiiitifir    BiBiiarairi  y    jcsm^w    iiMt    -i^i^    j^«m^m4     fM: 
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1  of  (A)  10  per  centum  of  the  family's  monthly  income  or 

2  (B),  if  the  family  is  receiving  payments  for  welfare  as- 

3  sistance  from  a  public  agency  and  a  part  of  such  pay- 

4  ments,  adjusted  in  accordance  with  the  family's  actual 

5  housmg  costs,  is  specifically  designated  by  such  agency 

6  to  meet  the  family's  housing  costs,  the  portion  of  such 

7  pa}nnents  which  is  so  designated.  In  no  event  shall  any 

8  monthly  assistance  payment  for  a  family  exceed  the 

9  amount  by  which  the  payment  standard  exceeds  30  per 

10  centum  of  the  family's  monthly  adjusted  income  at  the 

11  time  the  family  first  receives  assistance  under  this  sub- 

12  section. 

13  ''(3)  Assistance  payments  may  be  made  only  for 

14  (A)  a  family  determined  to  be  a  very  low-inoome  family 

15  at  the  time  it  initially  receives  assistance  or  (B)  a 

16  family  previously  assisted  under  this  Act  In  selecting 

17  families  to  be  assisted,  preference  shall  be  given  to 

18  those  which,  at  the  time  they  are  seeking  assistance, 

19  occupy    substandard   housing,    are    involuntarily   dis- 

20  placed,  or  are  paying  more  than  50  per  centum  of 

21  family  income  for  rent. 

22  ''(4)  The  Secretary  is  authorized,  without  regard 

23  to  the  preference  contained  in  the  preceding  paragraph, 

24  to  use  all  or  any  of  the  authority  to  enter  into  con- 

25  tracts  under  section  5<c)  to  make  assistance  payments 
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1  imiir  lidi  iwibfgfion  far  JMnfliCT  (A)  prenoai^ 

3  ed  iniflr  tin  Ai^  (B)  d«iUe  far  MSMUiiee  in^ 

3  seeond  WBitfaiof?  of  sedioii  203  of  the  Honsiiif  and 

4  CoMmiiy  Devetopmeol  Ammdrnwito  of  1978,  or  (O 

5  readily  in  dwePingi  to  be  rehahilitatfJ  with  maiitoiice 

6  nder  aectioo  122  of  the  Hfxinng  iiid  CooHnoni^  ]^ 

7  TOtopoMotActof  1974. 

8  ''(5)  If  a  family  vacates  a  dwelling  an^  before  the 

9  expiration  of  a  lease  torn,  no  amiitanre  payment  may 

10  be  made  with  reject  to  the  nn^  after  the  moodi 

11  daring  which  the  an&  was  Tacated. 

12  ''(6)  C<Hitnets  to  make  assistanoe  payments  far  a 

13  dwelling  mut  shall  be  for  &  tenn  of  not  less  than  one 

14  month  nor  m»e  than  sixty  months.  The  Secretary 

15  shall  require  (with  respect  to  any  miit)  that  (A)  the 

16  poUic  housing  agency  inspect  the  nn^  before  any  as- 

17  fiftanfe  pajrment  may  be  made  to  detennine  that  it 

18  meets  housing  quality  standards  established  by  the  Sec- 

19  retanr,  and  (B)  the  public  housing  agmcy  make  annual 

20  or  m»e  frequent  inspections  during  the  contract  term. 

21  No  astiKrancf  payment  may  be  made  far  a  dwelling 

22  unit  which  fails  to  me^  such  quality  standards,  unless 

23  any  sadi  failure  is  promptly  corrected  by  the  owner 

24  and   the   correction   TeriSed   by   the   public   housmg 

25  agency.". 
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1  (d)  Section  8(j)  of  such  Act  is  amended  by  redesignating 

2  paragraph  (8)  as  paragraph  (9)  and  inserting  a  new  paragraph 

3  (8),  to  read  as  follows: 

4  "(8)  Assistance  contracts  entered  into  under  tMs  subsec- 

5  tion  pursuant  to  annual  contributions  contracts  executed  from 

6  the  effective  date  of  the  Housing  and  Conununity  Develop- 

7  ment  Amendments  of  1982  with  respect  to  any  family  which 

8  rents  real  property  on  which  is  located  a  manufactured  home 

9  which  is  owned  by  such  family  or  any  family  which  rents  an 

10  existing  manufactured  home  and  the  real  property  on  which 

11  it  is  located  shall  provide  for  assistance  payments  based  upon 

12  a  pa}nnent  standard  as  referred  to  in  subsection  (bX3XB). 

13  Paragraphs  (2)  through  (7)  of  this  subsection  shall  not  apply 

14  to  assistance  contracts  referred  to  in  the  previous  sentence. 

15  The  provisions  of  subsection  (d)  shall  govern  pa}nnents  for 

16  families  renting  manufactured  home  spaces  or  manufactured 

17  homes  and  spaces  under  contracts  based  upon  a  payment 

18  standard,  except  that  (A)  the  Secretary  shall  have  discretion 

19  to  modify  the  amount  of  the  standard  as  appropriate  for  appli- 

20  cation  to  the  rental  of  manufactured  home  spaces  and  manu- 

21  factured  homes  and  spaces,  (B)  the  term  'rent'  in  subsection 

22  (dX2)  shall  include  the  monthly  payment  to  amortize  the  cost 

23  of  purchasing  the  manufactured  home,  where  the  assisted 

24  family  owns  the  home,  and  (G)  yviih  respect  to  any  family 

25  renting  real  property  on  which  is  located  a  manufactured 
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1  home  which  is  owned  by  the  ^inily,  the  mmthlj 

2  payment  under  soheectioD  (dX2)  riitD  m  bo  ereal  eseaed  the 

3  actual  cost  <rf  raitmf  sudi  reml  fropertjr/'. 

4  AMBNDMBNT8  AFTECTOG  TWMAWf  BSVIS  OS 

5  OOailUBLfflOMi 

6  Sbc.  203.  (a)  Seein  3(a|  el  the  U^rilad  Stolee  Hmm^ 

7  Act  of  1937  is  amended  hy— 

8  (1)  addmf  the  ioiown^  iiwandialylT  liter  the  fint 

9  Bentenee:  '"Beiriewt  d  funfy  iM»ne  AaD  he  aade  al 

10  feast  amallT.^;  and 

11  m  Mmatimg  after  ^indcr  this  AoT  is  the  fiaal 

12  seatenee  the  feOowiof:  "Mother  thaa  a  UmBr 

13  mdcr  seeiisB  8M^^. 

14  (W  SeelioB  aHU  af  such  Act  k  mBUduM  br 

15  the  period  at  the  end  of  paragraph  i2)  aad  ssscatiiy  in  lien 

16  thereid  the  feOowiof:  "*.  enept  that  the  Seeret^r  mar  es- 

17  t^fiA  inooaae  oeiBoge  h^^ier  or  lover  than  50  per  oeotani  el 
16  the  median  far  the  area  on  the  hasis  of  the  Soerotarr's  find- 

19  iap  that  such  Tariatiooe  are  naoessarr  boeause  ol  unuaiiaDT 

20  a^  or  low  iamihr  ineomee/'. 

21  (e)  Beetkin  SSdOKD  of  the  Omubn  E/ml^  Baeoaeffi- 

22  ationActof  I961kaaMDdodtos>eadasfaifawr 

23  ^KIKA)  The  prorkkms  of  Ihis  aubpigsgMi*  (A)  appir 

24  to  detfsnooinsctioiiB  of  Ihe  renl  to  be  paid  hv  or  the  oontrflmtm 

25  reqiiired  of  a  tenant  ooeupni^  faooainf  assiBtod  under  the 
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1  authorities  amended  by  this  section  ("assisted  housing")  on 

2  or  before  the  effective  date  of  regulations  implementing  sec- 

3  tion   202   of  the   Housing  and  Community  Development 

4  Amendments  of  1982: 

5  "(i)  Notwithstanding  the  provisions  of  subsections 

6  (a)  through  (h)  of  this  section  or  section  202  of  the 

7  Housing  and  Community  Development  Amendments  of 

8  1982,  the  Secretary  may  provide  for  delayed  applica- 

9  bility,  or  for  staged  implementation,  of  the  procedures 

10  for  determining  rents  or  contributions,  as  appropriate, 

11  required  by  such  provisions  if  the  Secretary  determines 

12  that  immediate  application  of  such  procedures  would  be 

13  impracticable,    would   violate   the   terms   of   existing 

14  leases,  or  would  result  in  extraordinary  hardship  for 

15  any  class  of  tenants.  Application  of  the  procedures  for 

16  determining  rent  contained  in  subsections  (a)  through 

17  (h)  of  this  section  shall  not  result  in  a  reduction  in  the 

18  amount  of  rent  paid  by  any  tenant  below  the  amount 

19  paid  by  such  tenant  immediately  preceding  the  effective 

20  date  of  this  Act. 

21  "(ii)  The  Secretary  shall  provide  that  the  rent  or 

22  contribution,  as  appropriate,  required  to  be  paid  by  a 

23  tenant  shall  not  increase  as  a  result  ot  the  amendments 

24  made  by  this  section  and  by  section  202  of  the  Hous- 

25  mg    and   Conununity    Development   Amendments   of 
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1  1982,  and  as  a  result  ct  any  other  proviikm  of  Federal 

2  law  redefining  wliiefa  govenunental  benefits  are  re- 

3  quired  to  or  may  be  considered  as  income,  by  more 

4  than  20  per  eentom  daring  any  twelve-month  period, 

5  unless  the  'mae^Me  above  20  per  eentmn  is  attribotaMe 

6  to  causes  unrelated  to  such  amendments  or  redefim- 

7  tions. 

8  "(B)  Tenams  of  assisted  bousinf  other  than  those  re- 

9  ferred  to  in  mbpanfraph  (A)  shall  be  svbjecl  to  immedtsle 
iO  rent  paiuiem  or  eoacribiitioB  distermnalioM  tn  aeeordaoee 

11  with  appBcabie  law  and  without  rcysfd  to  the  prmMM  of 

12  sobpafBgnph  OU.  hut  the  Secmarr  sIhB  frmrkk  that  the 

13  rest  or  amOTmaam  paraUer  br  asy  asdb  fraawt  wim  m  msm^ 

14  prnif  saniiffd  wanwiBg  on  the  ^fieatm;  ds^  <rf  asiy  prwisMa 

15  ci  FadeoJ  iav  mMwmf  wiiseik  gonetmrnemid  Usw&f  nf)^ 

16  rofmned  i«  «r  stt^'  W  ^icnaidef^od  as  inoaaBir  AsV  laiit  ia- 

17  cresmeL  m  a  nssuh  fi  nor  aiiak  prmaiw  4tf  ¥^fs4ttt$i  km,  by 
1^  2Zior>c  tiHD  IfO  y«r  ^Ksntuiii  diinpf  wr  tvAahie^fiMMifiCi  fimoiL 
M$  im]e»  tbfr  jucaKsaife  iM^f  IfO  |iQr  imioom  m  sMibuuibiie  lf» 
^>  caioiw  uuptuisMi  M/  sucij  !P(iflrfmiftwiw. 

jri  **40«  1^  linumiHiitf  fib  i&fmases  in  nan  «(ini«iiMid  in 

^  mn^aei^gnQitft  li^Kiii  am;  Cl^i  aiial  «fm»itc  iii  ^efiaet  atid  may 

^  ne  bfr  ^JonqiffMi  nr  aiqioiafidod  «noqR  by  sMKiifaer  ]in»y)siuii  itf 

M  jvir  la^tiM^  ttOiOBik  thii;  aubnoeUon. 
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1  ''(D)  As  used  in  this  paragraph,  the  term  'contribution' 

2  means  an  amount  representing  30  per  centum  of  a  tenant's 

3  monthly  adjusted  income,   10  per  centimi  of  the  tenant's 

4  monthly  income,  or  the  welfare  assistance  amount  designated 

5  by  a  public  agency  to  meet  housing  costs,  whichever  amount 

6  is  used  to  determine  the  monthly  assistance  payment  for  the 

7  tenant  under  section  8(d)(2)  of  the  United  States  Housing  Act 

8  of  1937.  Notwithstanding  the  last  sentence  of  such  section 

9  8(d)(2),  when  the  contribution  otherwise  required  by  section 

10  8(dK2)  is  reduced  for  a  tenant  in  accordance  with  the  provi- 

11  sions  of  this  paragraph,  the  Secretary  shall  increase  the 

12  monthly  assistance  payment  for  that  tenant  by  an  amount 

13  equal  to  that  reduction/'. 

14  (0  Section  322(i)  of  the  Omnibus  Budget  Reconciliation 

15  Act  of  1981  is  further  amended  by  striking  out  paragraph  (2) 

16  and  by  redesignating  paragraph  (3)  as  paragraph  (2). 

17  mCBBASBD  AUTHORITY  FOB  PAYMBNT8  FOB  OPBBATION 

18  OF  LOWBB  mCOliB  HOUSING  PB0JBCT8 

19  Sbg.  204.  Section  9(c)  of  the  United  States  Housing 

20  Act  of  1937  is  amended  by — 

21  (1)  striking  out  "and"  alter  "October  1,  1980/'; 

22  and 

23  (2)  inserting  before  the  period  at  the  end  thereof 

24  the  following:  ",  not  to  exceed  $1,075,000,000  on  or 
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1  after  October  1,  1982,  and  such  sums  as  may  be  nec- 

2  essary  on  or  after  October  1,  1983". 

3  DEMOLITION  OF  OBSOLETE  PUBLIC  HOUSING 

4  Sec.  205.  (a)  Section  14(0  of  the  United  States  Housing 

5  Act  of  1937  is  amended  to  read  as  follows: 

6  **(0  Where  an  application  for  financial  assistance  pursu- 

7  ant  to  this  section  proposes  use  of  assistance  for  the  demoli- 

8  tion  of  any  public  housing  project  or  any  portion  of  such  a 

9  project,  the  Secretary  may  approve  the  application  if  the  Sec- 

10  retary  determines  that — 

11  ''(1)  the  project  or  the  portion  of  the  project  is  ob- 

12  solete  as  to  physical  condition,  or  location,  or  other 

13  factors,  making  it  unusable  for  housing  purposes,  and 

14  no  program  of  modifications  is  feasible  or  such  a  pro- 

15  gram  would  not  return  the  project  or  the  portion  of  the 

16  project  to  useful  life;  or 

17  "(2)  in  the  case  of  an  application  proposing  demo- 

18  lition  of  a  portion  of  a  project,  the  demolition  will  help 

19  to  assure  the  useful  life  of  the  project;  and 

20  "(3)  families  displaced  as  a  result  of  the  demoli- 

21  tion  will  be  given  an  opportunity  to  relocate  to  other 

22  decent,  safe,  sanitary  and  affordable  housing. 

23  The  Secretary  may  approve  assistance  in  accordance  with 

24  paragraph  (1)  without  regard  to  the  provisions  of  subsections 

25  (d),  (e),  (g)  and  (h).". 
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1  (b)  The  first  sentence  of  section  14(d)  of  such  Act  is 

2  amended  by  striking  out  "subsection  (e)(4)"  and  inserting  in 

3  lieu  thereof  ''subsections  (e)(4)  and  (f)'\ 

4  PUBGHA8E  OF  PHA  OBLIGATIONS 

5  Sec.  206.  Section  329E  of  the  Onmibus  Budget  Becon- 

6  ciliation  Act  of  1981  is  hereby  repealed. 

7  OPEBATINO  ASSISTANCE  FOB  TBOUBLED  BiULTIFAliILT 

8  HOUSING  PBOJECTS 

9  Sec  207.  (a)  Section  201  of  the  Housing  and  Commu- 

10  nity  Development  Amendments  of  1978  is  amended  by — 

11  (1)  striking  out  paragraph  (IKA)  of  subsection  (c) 

12  and  inserting  in  lieu  thereof  the  following: 

13  "(l)(A)(i)  is  covered  by  a  mortgage  insured  or  for- 

14  merly  insured  under  the  National  Housing  Act  and  is 

15  assisted  under  section  236  of  the  National  Housing  Act 

16  or  under  section  101  of  the  Housing  and  Urban  Devel- 

17  opment  Act  of  1965  or  (ii)  is  assisted  under  the  proviso 

18  of  section  221(dK5)  of  the  National  Housing  Act;  or"; 

19  and 

20  (2)  striking  out  ",  together  with  the  mortgagee  in 

21  the  case  of  a  project  not  insured  under  the  National 

22  Housing  Act/'  in  subsection  (dK3). 

23  (b)  Section  236(fK3)  of  the  National  Housing  Act  is 

24  amended  by  striking  out  "September  30, 1982"  and  inserting 

25  in  lieu  thereof  "September  30,  1984". 
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1  HOUSDIQ  FOB  THB  BLDBBLT  AND  HANMCAPPBD 

2  Sbc.  20e.  Sectioo  202(d)(B)  of  the  Hoomg  Act  of  1950 

3  is  amaded  by  strikh^  out  '*&'  and  all  that  follows  through 

4  "(ii)". 

5  TITLE  m— PROGRAM  AMENDMENTS  AND 

6  EXTENSIONS 

7  BXTEXaiOK  OF  FBOERAL  HOU8IKG  ADMUflBTEATIOIl 

8  M OSTQAGB  WBUSANCB  PBO(»AM8 

9  Sbc.  301.  (a)  Sectkm  2(a)  of  the  National  Hoasmf  Art 

10  is  amended  hr  striking  out  ''October  1,  1982"  in  the  first 

11  semeace  and  inserting  in  lien  thereof  *X>ctober  1,  1984". 

12  (b)  Sectkm  217  of  such  Act  is  amended  by— 

13  (1)  strikii«  out  "Septeadier  30,  1982"  and  in- 

14  scftii«  in  Ben  thereof  "September  30,  1984"; 

15  (2)  insertii«  "section  232,"  after  "sectioo  221/'; 

16  and 

17  <3)  inseninf  "seeuon  242,"  after  "section  236/'. 
16  <c)  SecUoD  221(f)  of  such  Act  is  amended  br  striking 

19  oat  "September  30,  1982"  in  the  fifth  sentence  and  insertii^ 

20  in  fiea  thereof  "September  30,  1984". 

21  (d)  SectMB  232  of  sodi  Act  is  amended  bj  adding  a  new 

22  subsection  at  the  end  thereof  as  f (dknvs: 

23  "Q)  No  mortgage  maj  be  insured  under  this  section  after 

24  September  30,  1962,  except  pursuant  to  a  oommitment  to 

25  insure  made  before  that  date/'. 
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1  (e)  Section  235(m)  of  such  Act  is  amended  by  striking 

2  out  "September  30,  1982,  except  pursuant  to  a  conmiitment 

3  to  insure  before  that  date"  and  inserting  in  lieu  thereof  ''Sep- 

4  tember  30,  1983". 

5  (0  Section  242  of  such  Act  is  amended  by  adding  a  new 

6  subsection  at  the  end  thereof  as  follows: 

7  "(i)  No  mortgage  may  be  insured  under  this  section  after 

8  September  30,  1982,  except  pursuant  to  a  commitment  to 

9  insure  made  before  that  date.". 

10  (g)  Section  244(d)  of  such  Act  is  amended  by  striking 

11  out  ^'September  30,   1982"  and  inserting  in  lieu  thereof 

12  '^September  30,  1984". 

13  (h)  Section  1002(a)  of  such  Act  is  amended  by  striking 

14  out  "September  30,  1982"  in  the  second  sentence  and  insert- 

15  ing  in  lieu  thereof  "September  30,  1984". 

16  FEDERAL  HOUSING  ADMINISTRATION  GENERAL 

17  INSURANCE  FUND 

18  Sec.  302.  Section  519(0  of  the  National  Housing  Act  is 

19  amended  by — 

20  (1)  inserting  "such  sums  as  may  be  necessary" 

21  immediately  after  "appropriated";  and 

22  (2)  striking  out  all  that  follows  "Fund"  and  in- 

23  serting  in  lieu  thereof  a  period. 
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1  RB8EABCH  AFTHOSIZATIONS 

2  Sec.  303.  The  second  sentence  of  section  501  of  the 

3  Housing  and  Urban  Development  Act  of  1970  is  amended  by 

4  striking  out  "and  not  to  exceed  $35,000,000  for  the  fiscal 

5  year  1982"  and  inserting  in  lieu  thereof  "not  to  exceed 

6  $35,000,000    for    the    fiscal   year    1982,    not    to    exceed 

7  $20,000,000  for  the  fiscal  year  1983,  and  such  sums  as  may 

8  be  necessary  for  the  fiscal  year  1984**. 

9  ELIMINATION  OF  BEQUIKEMENT8  THAT  FHA  INTEREST 

10  BATES  BE  SET  BY  LAW 

11  Sec.  304.  (a)  Sections  3  and  4  of  Public  Law  90-301 

12  are  hereby  repealed. 

13  (b)  The  National  Housing  Act  is  amended  in  the  follow- 

14  ing  respects: 

15  (1)  Section  20)K5)  is  amended  to  read  as  follows: 

16  "(5)  No  insurance  shall  be  granted  under  this  section  to 

17  any  such  financial  institution  with  respect  to  any  obligation 

18  representing  any  such  loan,  advance  of  credit,  or  purchase  by 

19  it  unless  the  obligation  has  such  maturity,  bears  such  insur- 

20  ance  premium  charges,  and  contains  such  other  terms,  condi- 

21  tions,  and  restrictions  as  the  Secretary  shall  prescribe,  in 

22  order  to  make  credit  available  for  the  purpose  of  this  title. 

23  Any  such   obligation  with  respect  to  which  insurance  is 

24  granted  under  this  section  shall  bear  interest  at  such  rate  as 
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1  may  be  agreed  upon  by  the  borrower  and  the  financial 

2  institution.". 

3  (2)  Section    203(bK5)    is    amended    to    read    as 

4  follows: 

5  ''(5)  Bear  interest  at  such  rate  as  may  be  agreed 

6  upon  by  the  mortgagor  and  the  mortgagee.". 

7  (3)  Section  203(kK3)(B)  is  amended  to  read  as 

8  follows: 

9  ''(B)  bear  interest  at  such  rate  as  may  be 

10  agreed     upon     by     the     mortgagor     and     the 

11  mortgagee;". 

12  (4)  The  first  sentence  of  the  first  undesignated 

13  paragraph  of  section  207(cK3)  is  amended  to  read  as 

14  follows:  'The  mortgage  shall  provide  for  complete  am- 

15  ortization  by  periodic  payments  within  such  term  as 

16  the  Secretary  shall  prescribe,  and  shall  bear  interest  at 

17  such  rate  as  may  be  agreed  upon  by  the  mortgagor  and 

18  the  mortgagee.". 

19  (5)  The  first  sentence  of  section  213(d)  is  amended 

20  to  read  as  follows:  "Any  mortgage  insured  under  this 

21  section  shaU  provide  for  complete  amortization  by  peri- 

22  odic  payments  within  such  term  as  the  Secretary  may 

23  prescribe  but  not  to  exceed  forty  years  from  the  begin- 

24  ning  of  amortization  of  the  mortgage,  and  shall  bear  in- 
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1  ttenM  «l  neh  me  ss  avr  W  afreed  wfom  hw  iktt  i 

2  gieoraaitfeBOftgigee.^ 

3  M)  TW  KicMi  KMlara  <tf  Kction  2i(W)H) 

4  MBfffided  to  md  as  foBows:  'TWe  mortgage  diall 
3  Hieretf  at  laeh  me  as  wr  he  agimJ  apon  W  ithe 

7  pimiuims    witk   reject    to   ithe   apfBcatioo   of   die 

8  anftgagor^s  periodic  pajmeiit  to  amortiiaSioD  of  the 

9  priadpal  of  the  mortgage,  inmnuaoe,  repairs,  ahmia- 

10  tioBs,  payment  of  taxes,  debnh  reanres,  deGnqiieiKT 

11  charges,  fafedosnre  proceefings,  anticipatioii  of  mata- 

12  ritr,  additinnal  and  seemdary  liens,  and  odier  matters 

13  as  the  Secretair  maj  in  the  Secretarr's  dttcretioB 

14  preacruie.  . 

15  (7)  Section  220(hK2Mi]i)  is  amended  to  read  as  fol* 

16  lows: 

17  "(in)  bear  interest  at  siidi  rate  as  may  be 

18  agreed  upcm  by  the  mcHtgagor  and  the  mortgag- 

19  ee;". 

20  (8)  Section  221(dX5)  is  amonded  by  striking  out 

21  "(ezdosive"  and  all  that  follows  through  '"mwtgage 

22  market"  and  inserting  in  Heu  thoneof  the  foUowing:  "at 

23  sodi  rate  as  may  be  agreed  upon  by  the  mortgagor  and 

24  the  mortgagee". 
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1  (9)  Section  231(c)(6)  is  amended  to  read  as  fol- 

2  lows: 

3  *'(6)  bear  interest  at  such  rate  as  may  be  agreed 

4  upon  by  the  mortgagor  and  the  mortgagee;  and". 

5  (10)  The  first  sentence  of  section  234(f)  is  amend- 

6  ed  to  read  as  follows:  "Any  blanket  mortgage  insured 

7  under  subsection  (d)  shall  provide  for  complete  amorti- 

8  zation  by  periodic  payments  within  such  terms  as  the 

9  Secretary  may  prescribe  but  not  to  exceed  forty  years 

10  from  the  beginning  of  amortization  of  the  mortgage, 

11  and  shall  bear  interest  at  such  rate  as  may  be  agreed 

12  upon  by  the  mortgagor  and  the  mortgagee.''.    • 

13  (11)  Section  235(i)(3)  is  amended  by— 

14  (A)  striking  out  **and''  at  the  end  of  subpara- 

15  graph  (D); 

16  (B)  striking  out  the  period  at  the  end  of  sub- 

17  paragraph  (E)  and  inserting  in  lieu  thereof  **; 

18  and";  and 

19  (C)  adding  the  following  new  subparagraph 

20  at  the  end  thereof: 

21  "(F)  bear  interest  at  a  rate  not  to  exceed 

22  such  per  centum  per  annum  on  the  amount  of  the 

23  principal  obligation  outstanding  at  any  time  as  the 

24  Secretary  finds  necessary  to  meet  the  mortgage 

25  market,   taking  into  consideration  the  yields  on 
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1  mortgages  in  the  primary  and  secondary  mar- 

2  kets.". 

3  (12)  Section  240(cK4)  is  amended  to  read  as  IfA- 

4  lows: 

5  "(4>  bear  interest  at  such  rate  as  may  be  aipreed 

6  upon  by  the  mortgagor  and  the  mortgagee;", 

T  (131  Section  24l(bf(Z}  is  amended  to  read  a« 

9  'f^t  yt9^  imertst  at  Kich  rate  m^  may  be  agreed 

10  ^L^-x.  zj  ±e  zjKKptgnfc  aui  the  mortga^tie;''. 

11  >  14.  S»i!t^^  :00^4/2i  ia  aoMftdeii  t<>  r<ukd  a«i  i6(- 

14  isiui  337  -su^.  juuz^pigpf  xoK  aut:  sMr:gafKir.  Pf^mftd^ 

14^    .Uf  1 
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1  (1)   inserting   after    ''150   per   centum   of   such 

2  median  price''  in  the  first  sentence  of  paragraph  (2)  the 

3  following:  ":  Provided,  That  the  foregoing  maximum 

4  mortgage  amounts  may  be  increased  by  the  amount  of 

5  the  mortgage  insurance  premium  paid  at  the  time  the 

6  mortgage  is  insured";  and 

7  (2)  inserting  after  "cost  of  acquisition"  in  para- 

8  graph   (9)   the   following:    "(excluding   the   mortgage 

9  insurance  premium  paid  at  the  time  the  mortgage  is 

10  insured)". 

11  (b)  Section  213(bK2)  of  such  Act  is  amended  by  insert- 

12  ing  after  "exceeded  by  not  to  exceed  90  per  centum  in  such 

13  an  area"  the  following:  ":  Provided  further,  That  the  forego- 

14  ing  maximum  mortgage  amounts  may  be  increased  by  the 

15  amount  of  the  mortgage  insurance  premium  paid  at  the  time 

16  the  mortgage  is  insured". 

17  (c)  Section  221(d)  of  such  Act  is  amended  by — 

18  (1)   inserting   after    "in   any   geographical   area 

19  where  he  finds  that  cost  levels  so  require"  in  para- 

20  graph  (2KA)  the  following:  ":  Provided  fuHher,  That 

21  the  foregoing  maximum  mortgage  amounts  may  be  in- 

22  creased  by  the  amount  of  the  mortgage  insurance  pre- 

23  mium  paid  at  the  time  the  mortgage  is  insured''; 

24  (2)  inserting  alter  "of  its  acquisition  cost''  in  para- 

25  graph  (2)(BKiK2)  the  following:  "(excluding  the  mori- 
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1  gage  insurance  premium  paid  at  the  time  the  mortgage 

2  is  insured)";  and 

3  (3)  striking  out  "mortgage  insurance  premium/'  in 

4  paragraph  (2)(B)(iK2). 

5  (d)  Section  234(c)  of  such  Act  is  amended  by  inserting 

6  after  "one-family  house  price  in  the  area,  as  determined  by 

7  the  Secretary"  in  clause  (A)  of  the  third  sentence  thereof  the 

8  following:  ":  Provided,  That  the  foregoing  maximum  mort- 

9  gage  amounts  may  be  increased  by  the  amount  of  the  mort- 

10  gage  insurance  premium  paid  at  the  time  the  mortgage  is 

11  insured". 

12  (e)  Section  235(i)  of  such  Act  is  amended  by — 

13  (1)   inserting   after   "respectively"   in   paragraph 

14  (3)(B)  the  following:  ":  Provided,  That  the  foregoing 

15  maximum  mortgage  amounts  may  be  increased  by  the 

16  amount  of  the  mortgage  insurance  premium  paid  at  the 

17  time  the  mortgage  is  insured"; 

18  (2)   inserting  after   "respectively"   in   paragraph 

19  (3KC)  the  following:  ":  Provided,  That  the  foregoing 

20  maximum  mortgage  amounts  may  be  increased  by  the 

21  amount  of  the  mortgage  insurance  premium  paid  at  the 

22  time  the  mortgage  is  insured"; 

23  (3)   inserting   after   "so   require)"   in   paragraph 

24  (3)(D)  the  following:  ":  Provided,  That  the  foregoing 

25  maximum  mortgage  amounts  may  be  increased  by  the 
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1  amount  of  the  mortgage  insurance  premium  paid  at  the 

2  time  the  mortgage  is  insured";  and 

3  (4)    inserting    after    ''acquisition"    in    paragraph 

4  (3)(E)  the  following:  "(excluding  the  mortgage  insur- 

5  ance    premium   paid   at    the    time    the    mortgage    is 

6  insured)". 

7  NONOCCUPANT  SINGLE-FAMILY  MOBTOAQOB8 

8  Sec.  306.  Section  203(b)(8)  of  the  National  Housing 

9  Act  is  amended  by  striking  out  all  that  follows  "an  amount 

10  equal  to"  through  "subsection:"  and  inserting  in  heu  thereof 

11  the  following:  "the  lesser  of  (A)  the  otherwise  applicable 

12  maximum  dollar  amount  prescribed  under  paragraph  (2)  of 

13  this  subsection  or  (B)  85  per  centum  of  the  otherwise  appli- 

14  cable  mortgage  limitation  based  on  the  percentage  of  ap- 

15  praised  value  prescribed  under  such  paragraph:". 

16  PBEBilUM  CHABGES  FOB  IN8UBANGE  OF  ALTEBNATIVE 

17  MOBTGAGE  IN8TBUMENT8 

18  Sec.  307.  The  first  proviso  in  section  203(c)  of  the  Na- 

19  tional  Housing  Act  is  amended  by  insertmg  alter  "fixed  for 

20  insurance"  the  following:  "(1)  of  mortgages  pursuant  to  sec- 

21  tion  245,  247,  248,  or  249,  or  pursuant  to  any  other  financ- 

22  ing  mechanism  providing  alternative  methods  for  repayment 

23  of  a  mortgage  which  is  determined  by  the  Secretary  to  in- 

24  volve  additional  risk,  or  (2)". 
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1  mamfFwcLkjms  or  fha  ] 

2  ^c  »0«L  4ai  Smin  Xdf0  «f  1^  NaaoHl  Ho 

6  li^  fira  nefzicBee  i^  pfirue  ^,  ai  fc^  pfau  ] 

7  ie«  Saraoii  2dCl(kl  of  sack  Acs  »  ■wfirii  hy  {l\  stnkk^ 
^  k  psju^T^^  i5f  liip  p&reziiiipiacii  pisnLse  ^^M  pv  pfau  ar- 
9  cmed  miertsu^'. 

10  4^  SeeDOB  223<di  of  siic^  Ad  b  amaded  Vt  sti&i^ 

11  ixiiiDe£aid[T  before  tbe  period  at  die  eod  of  die  foordi  sea- 

12  xeaee  die  piiimse  "ai  par  pfau  aecnied  mtorest*\ 

13  DldCSETIODULST  AUTHOSITT  TO  SBGULATS  SSNT8  AND 

14  CHASGS8 

15  Sbc.  d09.  <a|  Section  207<bH2^  of  die  Nadooal  Housbig: 

16  Act  is  km&Dded  by — 

IT  (1)  striknig  out  "'anj  odier  Muiigagui  approTed  by 

18  tiie  Secretarr'*  and  all  diat  follows  dmniffa  ^"reason- 

19  able  return  on  die  inTestment."*  and  inserdnf  in  lieu 

20  xhere^  die  fdlowinf.  **any  odier  Muiigagui  approved 

21  by    die    Secretanr.     The    Secr^ary    may,    in    die 

22  Secretanr's  diseretkHi,  require  any  siidi  mortfagior  to 

23  be  regrulated  <»-  re^rieted  as  to  rents  or  sales,  diarges, 

24  capita]  structure,  rate  of  retoni,  and  m^liods  of  oper- 

25  axion  so  as  to  prxivide  reasonable  rentals  to  tenants  and 
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1  a  reasonable  return  on  the  investment.  Any  such  regu- 

2  lations  or  restrictions  shall  continue  for  such  period  or 

3  periods  as  the  Secretary,  in  the  Secretary's  discretion, 

4  may  require,  including  until  the  termination  of  all  obli- 

5  gations   of   the   Secretary   under   the   insurance   and 

6  during  such  further  period  of  time  as  the  Secretary 

7  shall  be  the  owner,  holder,  or  reinsurer  of  the  mort- 

8  gage."; 

9  (2)  striking  out  ''render  effective  the  regulations 

10  or  restrictions"  and  inserting  in  lieu  thereof  "render  ef- 

11  fective  any  such  regulations  or  restrictions";  and 

12  (3)  striking  out  ''and  directed"  in  the  second  sen- 

13  tence  of  the  first  undesignated  paragraph. 

14  (b)  Section  234(d)(2)  of  such  Act  is  amended  by — 

15  (1)  striking  out  "shall  be  regulated  or  restricted 

16  by  the  Secretary"  and  inserting  in  lieu  thereof  "may, 

17  in  the  Secretary's  discretion,  be  regulated  or  restrict- 

18  ed";  and 

19  (2)  striking  out  "the  regulation  and  restriction" 

20  and  inserting  in  lieu  thereof  "any  such  regulation  or 

21  restriction". 

22  MOBTOAOB  IN8UBANCB  FOB  MANUFACTUBBD  HOMB 

23  PABK8  FOB  THB  BLDBBLT 

24  Sbc.  310.  The  first  sentence  of  the  second  undesignated 

25  paragraph  of  section  207(b)  of  the  National  Housing  Act  is 
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1  amended  by  striking  out  ''no  mortgage  shall  be  insm'ed  here- 

2  under"  and  inserting  in  lieu  thereof  the  following:  ''the  Sec- 

3  retary  shall  not  insure  any  mortgage  under  this  section 

4  (except  a  mortgage  with  respect  to  a  manufactured  home 

5  park  designed  exclusively  for  occupancy  by  elderly  persons)". 

6  mCBEASED  MOBTOAOE  LIMITS  FOB  SUBSTANTIAL 

7  BBHABILITATION 

8  Sec.  311.  (a)  Section  220(dK3)(BKii)  of  the  National 

9  Housing  Act  is  amended  by  striking  out  ^'Provided  further,'', 

10  the  first  time  it  appears,  and  all  that  follows  through  "proper- 

11  ty  or  project:". 

12  (b)  Section  221(dK3)(iii)  of  such  Act  is  amended  by — 

13  (1)  striking  out  **Pramded,  That"  and  all  that  fol- 

14  lows  through  "property  or  project:";  and 

15  (2)  striking  out  ''further''  the  first  time  it  appears. 

16  (c)  Section  221(dK4)(iv)  of  such  Act  is  amended  by — 

17  (1)  striking  out  'Trovided,  That"  and  all  that  fol- 

18  lows  through  "property  or  project:";  and 

19  (2)  striking  out  ''further"  the  first  time  it  appears. 

20  ASSIGNMENT  OP  SECTION  221(g)(4)  MOBTOAOES  TO  THE 

21  OOVEBNMENT  NATIONAL  MOBTOAOE  A8S0GATI0N 

22  Sec.  312.  Section  221(gK4)  of  the  National  Housing 

23  Act  is  amended  by  inserting  "(A)"  after  the  paragraph  desig- 

24  nation  "(4)"  and  by  adding  the  following  new  sul^aragraph 

25  at  the  end  thereof: 
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1  ''(B)  In  processing  a  claim  for  insurance  benefits 

2  under  this  paragraph,  the  Secretary  is  authorized  to 

3  direct  the  mortgagee  to  assign,  transfer  and  deliver  the 

4  original  credit  instrument  and  the  mortgage  securing 

5  the  same  directly  to  the  Government  National  Mort- 

6  gage  Association  in  lieu  of  assigning,  transferring  and 

7  delivering  the  credit  instrument  and  the  mortgage  to 

8  the  Secretary.  Upon  the  assignment,  transfer  and  de- 

9  livery  of  the  credit  instrument  and  the  mortgage  to  the 

10  Association,  the  mortgage  insurance  contract  shall  ter- 

11  minate    and   the   mortgagee    shall   receive   insurance 

12  benefits  as  provided  in  subparagraph  (A).  The  Associ- 

13  ation  is  authorized  to  accept  such  loan  documents  in  its 

14  own  name  and  to  hold  and  service  such  loans  as  agent 

15  for  the  Secretary.  The  mortgagor's  obligation  to  pay  a 

16  service  charge  in  lieu  of  a  mortgage  insurance  premium 

17  shall  continue  as  long  as  the  mortgage  is  held  by  the 

18  Association  or  by  the  Secretary.  The  Secretary  shall 

19  have  the  same  authority  with  respect  to  mortgages  as- 

20  signed  to  the  Secretary  or  the  Association  under  this 

21  subparagraph  as  provided  by  section  223(c).". 

22  TBBMINATION  OF  SECTION  221  BUT-BACK  PB0VI8I0N 

23  Sec.  313.  The  first  sentence  of  section  221(g)(4)(A)  of 

24  the  National  Housing  Act,  as  redesignated  by  section  312  of 

25  this  Act,  is  amended  by  inserting  inmiediately  after  "this  tec- 
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1  don"  the  following:  "pursuant  to  a  commitment  to  insure 

2  entered  into  before  the  effective  date  of  the  Housing  and 

3  Community  Development  Amendments  of  1982". 

4  MOBTOAOE  INSURANCE  FOB  CONDOMINIUMS 

5  Sec.  314.  The  first  sentence  of  section  234(c)  of  the 

6  National  Housing  Act  is  amended  by  striking  out  ''(2)  the 

7  project"  and  all  that  foUows  through  ''and  (3)"  and  inserting 

8  in  lieu  thereof  "and  (2)". 

9  BEMOVAL  OF  BESTBICTION  ON  FEDEBAL  HOUSING 

10  ADMINI8TBATI0N  COINSUBANCE 

1 1  Sec.  315.  Section  244(d)  of  the  National  Housing  Act  is 

12  amended  by  striking  out  the  second  and  third  sentences. 

13  ALTBBNATIVE  MOBTOAOE  INSTBUBiENTS 

14  Sec.  316.  (a)  Section  245  of  the  National  Housing  Act 

15  is  amended  by — 

16  (1)  striking  out  subsections  (a)  and  (b)  and  insert- 

17  ing  in  lieu  thereof  the  following: 

18  "Sec.  245.  (a)  The  Secretary  may  insure  under  any 

19  provision  of  this  title  mortgages  and  loans  with  provisions  of 

20  varying  rates  of  amortization  corresponding  to  anticipated 

21  variations  in  family  or,  as  appropriate,  project  income,  to  the 

22  extent  the  Secretary  determines  such  mortgages  or  loans  (1) 

23  have  promise  for  expanding  housing  opportunities  or  meet 

24  special  needs,  (2)  can  be  developed  to  include  any  safeguards 

25  for  mortgagors,  tenants  or  purchasers  that  may  be  necessary 
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1  to  offset  special  risks  of  such  mortgages,  and  (3)  have  a  po- 

2  tential  for  acceptance  in  the  private  market.  A  mortgage  or 

3  loan  may  not  be  insured  pursuant  to  this  section  after  Sep- 

4  tember  30,  1984,  except  pursuant  to  a  conunitment  entered 

5  into  before  that  date. 

6  ''(b)  Notwithstanding  any  other  provision  of  this  tide, 

7  the  principal  obligation  of  a  mortgage  or  loan  insured  pursu- 

8  ant  to  this  section  involving  property  upon  which  there  is 

9  located  a  dwelling  designed  principally  for  occupancy  by  one 

10  to  four  families — 

11  ''(1)  shall  not  initially  exceed  the  percentage  of 

12  the  initial  appraised  value  of  the  property  specified  in 

13  section  203(b)  of  this  title  as  of  the  date  the  mortgage 

14  or  loan  is  accepted  for  insurance;  and 

15  ''(2)  thereafter  (including  all  interest  to  be  de- 

16  f erred  and  added  to  principal)  (A)  shall  not  at  any  time 

17  be  scheduled  to  exceed  97  per  centum,  or,  if  the  mort- 

18  gagor  is  a  veteran,  such  higher  percentage  as  is  pro- 

19  vided  under  section  203(bK2)  for  veterans,  of  the  pro- 

20  jected  value  of  the  property,  and  (B)  shall  not  exceed 

21  113  per  centum  of  the  initial  appraised  value  of  the 

22  property. 

23  "(c)  Notwithstanding  any  other  provision  of  this  title, 

24  the  principal  obligation  of  a  mortgage  or  loan  insured  pursu- 
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1  ant  to  this  section  invdving  proper^  upon  which  there  are 

2  located  five  or  more  dwelling  units — 

3  '"(1)  shall  not  initially  exceed  the  percentage  of 

4  value  or  replacement  cost  required  by  the  provision 

5  under  which  the  property  is  insured;  and 

6  ''(2)  thereafter  (including  all  interest  to  be  de- 

7  ferred  and  added  to  principal)  shall  not  at  any  time  be 

8  scheduled  to  exceed  100  per  centum  of  the  projected 

9  value  of  the  property. 

10  ''(d)  For  purposes  of  this  section,  the  Secretary  shall 

11  calculate  the  projected  value  of  the  property  by  increasing 

12  the  initial  value  of  the  property,  as  determined  by  the  Secre- 

13  tary,  at  a  rate  not  in  excess  of  2¥^  per  centum  per  annum."; 

14  and 

15  (2)  redesignating  subsection  (c)  as  subsection  (e). 

16  (b)  Title  11  of  such  Act  is  amended  by  adding  at  the  end 

17  thereof  the  following  new  sections: 

18  ''adjustable  rate  SmOLE-FAMILT  MOBTOAOE8 

19  "Sec.  247.  (a)  The  Secretary  may  insure  under  any 

20  provision  of  this  title  a  mortgage  involving  property  upon 

21  which  there  is  located  a  dwelling  designed  principally  for  oc- 

22  cupancy  by  one  to  four  families,  where  the  mortgage  provides 

23  for  periodic  adjustments  by  the  mortgagee  in  the  effective 

24  rate  of  interest  charged.  These  interest  rate  adjustments  may 

25  be  accomplished  through  adjustments  in  the  monthly  pay- 
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1  ment,  the  mortgage  term,  or  a  combination  of  these  factors, 

2  except  that  in  no  case  may  any  extension  of  a  mortgage  term 

3  result  in  a  total  term  in  excess  of  forty  years.  Adjustments  in 

4  the  effective  rate  of  interest  shall  correspond  to  a  specified 

5  national  interest  rate  index  approved  in  regulations  by  the 

6  Secretary,  information  on  which  is  readily  accessible  from 

7  published  sources.  Adjustments  in  the  effective  rate  of  inter- 

8  est  shall  (1)  be  made  on  an  annual  basis;  (2)  be  limited,  with 

9  respect  to  any  single  interest  rate  increase,  to  no  more  than  1 

10  per  centum  per  annum  on  the  outstanding  loan  balance;  and 

11  (3)  be  limited  to  a  maximum  increase  of  5  percentage  points 

12  above  the  initial  contract  interest  rate  over  the  term  of  the 

13  mortgage.  A  mortgage  may  not  be  insured  pursuant  to  this 

14  section  after  September  30,  1984,  except  pursuant  to  a  com- 

15  mitment  entered  into  before  that  date. 

16  ''(b)  The  Secretary  shall  issue  regulations  requiring  that 

17  the  mortgagee  make  available  to  the  mortgagor,  at  the  time 

18  of  loan  application,  a  written  explanation  of  the  features  of 

19  the  adjustable  rate  mortgage,  including,  but  not  limited  to,  a 

20  hypothetical  payment  schedule  which  displays  the  maximum 

21  potential  increases  in  monthly  payments  to  the  mortgagor 

22  over  the  first  five  years  of  the  mortgage  term. 

23  "(c)  The  munber  of  mortgages  and  loans  insured  pursu- 

24  ant  to  this  section  in  any  fiscal  year  may  not  exceed  me 

25  hundred  and  twenty-five  thousand  mortgages. 
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1  ''SHABBD  APPBBCIATION  M0BT0A0E8 — SINGLE  FAMILT 

2  ''Sec.  248.  (a)  Notwithstanding  any  provision  of  this 

3  title  which  is  inconsistent  with  this  section,  the  Secretary 

4  may  insure,  under  any  provision  of  this  title  providing  for 

5  insurance  of  mortgages  on  properties  upon  which  there  is  lo- 

6  cated  a  dwelling  designed  principally  for  occupancy  by  one  to 

7  four  families,  a  mortgage  secured  by  a  first  lien  on  the  prop- 

8  erty  which  (1)  provides  for  the  mortgagee  to  share  in  a  prede- 

9  termined  percentage  of  the  property's  net  appreciated  value 

10  and  (2)  meets  such  other  conditions,  including  limitations  on 

11  the  rate  of  interest  which  may  be  charged,  as  the  Secretaiy 

12  may  require  by  regulation.  A  mortgage  may  not  be  insured 

13  pursuant  to  this  section  after  September  30,  1984,  except 

14  pursuant  to  a  commitment  entered  into  before  that  date. 

15  "(b)  The  mortgagee's  share  of  a  property's  net  appreci- 

16  ated  value  shall  be  payable  upon  sale  or  transfer  (as  defined 

17  by  the  Secretary)  of  the  property  or  payment  in  full  of  the 

18  mortgage,  whichever  occurs  first.  For  purposes  of  this  sec- 

19  tion,  the  term  'net  appreciated  value'  means  the  amount  by 

20  which  the  sales  price  of  the  property  (less  the  mortgagor's 

21  selling  costs)  exceeds  the  value  of  the  property  at  the  time 

22  the  commitment  to  insure  is  issued  (with  adjustments  for  cap- 

23  ital  improvements  stipulated  in  the  loan  contract).  If  there 

24  has  been  no  sale  or  transfer  at  the  time  the  mortgagee's 

25  share  of  net  appreciated  value  becomes  payable,  the  sales 
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1  price  for  purposes  of  this  section  shall  be  determined  by 

2  means  of  an  appraisal  conducted  in  accordance  with  prooe- 

3  dures  approved  by  the  Secretary  and  provided  for  in  the 

4  mortgage. 

5  ''(c)  In  the  event  of  a  default,  the  mortgagee  shall  be 

6  entitled  to  receive  the  benefits  of  insurance  in  accordance 

7  with  section  204(a)  of  this  title,  but  such  insurance  benefits 

8  shaU  not  include  the  mortgagee's  share  of  net  appreciated 

9  value.  The  term  'original  principal  obligation  of  the  mort- 

10  gage'    as    used    in    section    204    shall    not    include    the 

1 1  mortgagee's  share  of  net  appreciated  value. 

12  "(d)  The  Secretary  shall  establish  by  regulation  the 

13  maximum  percentage  of  net  appreciated  value  which  may  be 

14  payable  to  a  mortgagee  as  the  mortgagee's  share.  The  Secre- 

15  tary  shaU  also  establish  disclosure  requirements  applicable  to 

16  mortgagees  making  mortgage  loans  pursuant  to  this  section, 

17  to  assure  that  mortgagors  are  informed  of  the  characteristics 

18  of  such  mortgages. 

19  "(e)  Mortgages  insured  pursuant  to  this  section  which 

20  contain  provisions  for  sharing  appreciation  or  which  other- 

21  wise  require  or  permit  increases  in  the  outstanding  loan  bal- 

22  ance  which  are  authorized  under  this  section  or  under  appU- 
28  cable  regulations  shall  not  be  subject  to  any  State  oiHiattta- 
24  don,  statute,  court  decree,  common  law,  rule  or  paMio  polioy 
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1  limiting  or  prohibiting  increases  in  the  outstanding  loan  bal- 

2  ance  after  execution  of  the  mortgage. 

3  "(f)  The  number  of  mortgages  insured  pursuant  to  this 

4  section  in  any  fiscal  year  may  not  exceed  fifty  thousand. 

5  "8HABED  APPRECIATION  MOBTOAQES — MULTIFAMILT 

6  "Sec.  249.  (a)  Notwithstanding  any  provision  of  this 

7  title  which  is  inconsistent  with  this  section,  the  Secretary 

8  may  insure,  under  any  provision  of  this  title  providing  for 

9  insurance  of  mortgages  on  properties  including  five  or  more 

10  family  units,  a  mortgage  secured  by  a  first  lien  on  the  prop- 

1 1  erty  which  (1)  provides  for  the  mortgagee  to  share  in  a  prede- 

12  termined  percentage  of  the  property's  net  appreciated  value 

13  and  (2)  meets  such  other  conditions,  including  limitations  on 

14  the  rate  of  interest  which  may  be  charged,  as  the  Secretary 

15  may  require  by  regulation.  A  mortgage  may  not  be  insured 

16  pursuant  to  this  section  after  September  30,  1984,  except 

17  pursuant  to  a  commitment  entered  into  before  that  date. 

18  "(b)  The  mortgagee's  share  of  a  property's  net  appreci- 

19  ated  value  shall  be  payable  upon  maturity  or  upon  payment 

20  in  full  of  the  loan  or  sale  or  transfer  (as  defined  by  the  Secre- 

21  tary)  of  the  property,  whichever  occurs  first.  The  term  of  the 

22  mortgage  shall  not  be  less  than  fifteen  years,  and  shall  be 

23  repayable  in  equal  monthly  installments  of  principal  and  fixed 

24  interest  during  the  mortgage  term  in  an  amount  which  would 

25  be  sufficient  to  retire  a  debt  with  the  same  principal  and  fixed 
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1  interest  rate  over  a  period  not  exceeding  thirty  years.  In  the 

2  ease  of  a  mortgage  which  will  not  be  completely  amortized 

3  during  the  mortgage  term,  the  principal  obligation  of  the 

4  mortgage  may  not  exceed  85  per  centum  of  the  estimated 

5  value  of  the  property  or  project.  For  purposes  of  this  section, 

6  the  term  'net  appreciated  value'  means  the  amount  by  which 

7  the  sales  price  of  the  property  Oess  the  mortgager's  selling 

8  costs)  exceeds  the  value  (or  replacement  cost,  as  appropriate) 

9  of  the  property  at  the  time  the  conunitment  to  insure  is 

10  issued  (with  adjustments  for  capital  improvements  stipulated 

11  in  the  loan  contract).  If  there  has  been  no  sale  or  transfer  at 

12  the  time  the  mortgagee's  share  of  net  appreciated  value  be- 

13  comes  payable,  the  sales  price  for  purposes  of  this  section 

14  shall  be  determined  by  means  of  an  appraisal  conducted  in 

15  accordance  with  procedures  approved  by  the  Secretary  and 

16  provided  for  in  the  mortgage. 

17  ''(c)  In  the  event  of  a  default,  the  mortgagee  shall  be 

18  entitled  to  receive  the  benefits  of  insurance  in  accordance 

19  with  section  207(g)  of  this  title,  but  such  insurance  benefits 

20  shall  not  include  the  mortgagee's  share  of  net  appreciated 

21  value.  The  term  'original  principal  face  amount  of  the  mort- 

22  gage'   as   used   in   section   207(g)   shall   not  include   the 

23  mortgagee's  share  of  net  appreciated  value. 

24  "(d)  The  Secretary  shall  establish  by  regulation  the 

25  maximum  percentage  of  net  appreciated  value  which  may  be 
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1  pijahfe  u>  a  aofftgigce  fts  tl»  Bortgagee's  sinie.  IV  Sccr^ 

2  larr  shaB  who  cstabKA  diaduwue  i gyiicmeiits  •ffKcdble  to 

3  mOTtgmgees  makiDg  mortgige  kwas  pnrsuaBt  to  dds  wctmi, 

4  to  aggnre  that  BMrtgagors  are  iafoiBned  of  &e  AarmclCTStics 

5  of  sudi  moftgages. 

6  "'(e)  Moftgages  imared  panaanl  to  tlus  sectioii  whidi 

7  dHitain  proTisxMis  for  dialing  appredatkm  or  wfaidi  odier- 

8  wiae  require  or  pennil  increases  in  &e  outstanding  loan  ImJ- 

9  anoe  wliidi  are  autbcmzed  undo*  this  section  w  under  apjdi- 

10  cable  regulations  shall  not  be  sul^ect  to  any  State  constitu- 

11  tion,  statute,  court  decree,  common  law,  rule  w  public  pdicy 

12  limiting  or  prohibiting  increases  in  the  outstanding  loan  bal- 

13  ance  after  execution  of  the  mortgage.". 

14  (c)  The  first  sentoice  of  the  first  undesignated  para- 

15  graph  of  section  207(cX3)  of  such  Act  is  amended  by  insert- 

16  ing  immediately  after  ''periodic  payments"  the  following: 

17  ''(unless  otherwise  approved  by  the  Secretary)". 

18  (d)  Section  220(dX4)  of  such  Act  is  amended  by  insert- 

19  ing  after  "periodic  payments"  the  foUowing:  "(unless  other* 

20  wise  approved  by  the  Secretary)". 

21  (e)  Section  221(d)(6)  of  such  Act  is  amended  by  inserting 

22  after  "periodic  payments"  the  foUowing:  "(unless  otherwise 

23  approved  by  the  Secretary)". 
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1  (f)  Section  231(c)(5)  of  such  Act  is  amended  by  inserting 

2  after  ''periodic  payments''  the  following:  ''(unless  otherwise 

3  approved  by  the  Secretary)". 

4  8TBUCTUBAL  DEFECTS  IN  IN8UBED  PBOPEBTY 

5  Sec.  317.  Section  518(a)  of  the  National  Housing  Act  is 

6  amended  by  striking  out  "approved  for  mortgage  insurance 

7  prior  to  the  beginning  of  construction  which  he  finds"  and 

8  inserting  in  lieu  thereof  the  following:  "which,  before  the  be- 

9  ginning  of  construction,  was  approved  for  mortgage  insurance 

10  under  this  Act  or  for  guaranty,  insurance,  or  a  direct  loan 

11  under  chapter  37  of  title  38,  United  States  Code,  and  which 

12  the  Secretary  finds'*. 

13  TIME  OB  PAYMENT  OF  PBEBOUM  CHAB0B8 

14  Sec.  318.  Section  530  of  the  National  Housing  Act  is 

15  amended  by — 

16  (1)  striking  out  "promptly  upon  their  receipt  from 

17  the  borrower"  and  inserting  in  lieu  thereof  the  foUow- 

18  ing:  "(A),  in  the  case  of  loans  or  mortgages  respecting 

19  one-  to  four-family  residences,  promptly  upon  their  re- 

20  ceipt  from  the  borrower  and  (B),  in  any  other  case, 

21  promptly  when  due  to  the  Secretary"; 

22  (2)  inserting  "or  due  date,  as  appropriate,"  imme- 

23  diately  after  "such  receipt";  and 

24  (3)  inserting  "or  after  the  due  date,  as  appropri- 

25  ate,"  inunediately  before  "and  ending". 
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1  SINGI^B-FAMILT  MOBTQAGS  DiSDSANGS  ON  INDIAN 

2  RB8EBVATION8 

3  Sec.  319.  'ntle  V  of  the  NalkHuJ  Housmg  Act  is 

4  amended  by  addmg  the  foUowing  new  section  at  the  end 

5  thereof: 

6  ''SINQLB-FAMILT  MOBT6AOB  IN8URANCB  ON  INDIAN 

7  SE8EBVATION8 

8  "Sec.  533.  (a)  The  Secretary,  subject  to  such  special 

9  conditions  as  the  Secretary  may  prescribe,  is  authorized  to 

10  insure  under  any  provision  of  title  11  of  this  Act  which  au- 

1 1  thorizes  such  insurance,  a  mortgage  covering  a  property  upon 

12  which  there  is  located  a  one-  to  four-family  residence,  with- 

13  out  regard  to  limitations  in  this  Act  relating  to  marketability 

14  of  title  or  any  other  statutory  restriction  which  the  Secretary 

15  determines  is  contrary  to  promoting  the  availability  of  such 

16  insurance  on  Indian  reservations  if — 

17  ''(1)  the  mortgage  is  executed  by  a  member  of  an 

18  enrolled  Indian  tribe,  who  will  use  the  property  as  a 

19  principal  residence;  and 

20  ''(2)    the    property    is    located    on    an    Indian 

21  reservation. 

22  Notwithstanding  any  other  provision  of  this  Act,  the  insur- 

23  ance  of  a  mortgage  using  the  authority  contained  in  this  sec- 

24  tion  shall  be  the  obligation  of  the  General  Insurance  Fund 

25  created  pursuant  to  section  519  of  this  Act. 
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1  "(b)  As  used  in  this  section — 

2  ''(1)  the  term  'Indian  tribe'  means  any  Indian  or 

3  Alaska  native  tribe,  band,  nation,  or  other  organized 

4  group  or  community  of  Indians  or  Alaska  Natives  rec- 

5  ognized  as  eligible  for  the  services  provided  to  Indians 

6  or  Alaska  Natives  by  the  Secretary  of  the  Interior  be- 

7  cause  of  their  status  as  Indians  or  Alaska  Natives;  and 

8  ''(2)  the  term  'Indian  reservation'  means  (A)  that 

9  area  of  land,  as  defined  by  the  Secretary  of  the  Interi- 

10  or,  over  which  an  Indian  tribe  is  recognized  by  the 

11  United  States  as  having  governmental  jurisdiction,  (B) 

12  Indian  tribal  land,  or  (C)  land  acquired  by  Alaska  Na- 

13  tives  under  the  Alaska  Native  Clauns  Settlement  Act 

14  or  any  other  land  acquired  by  Alaska  Natives  pursuant 

15  to  statute  by  virtue  of  their  unique  status  as  Alaska 

16  Natives.". 

17  PBOPEBTT  DISPOSITION  AND  BELATBD  AMBNDliBNTS 

18  Sec.  320.  (a)  The  caption  of  section  203  of  the  Housing 

19  and   Community   Development   Amendments   of   1978   is 

20  amended  to  read  as  follows: 

21  "disposition  op  hud-owned  BCULTIFAMILT  HOU8INO 

22  PBOJBCTS". 

23  (b)  Section  203  of  such  Act  is  amended  to  read  as  fd- 

24  lows: 
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1  -'^adOS. 

2  hnaa^ 

3  Ui«u 

4  SeaetvT  ihafl  notify  afl 

5  diipliff  mmt  tad  of  My 

6  ATuUhfe.  Hie  SecretoiT  n 

7  in  accmdanee  witk  Beedn  8M(3)(B)  of  ife  Umted  Suics 

8  Hooans  Art  at  1937  to  vtrj  lov-iBOOMe  funHies,  as  de&ied 

9  in  tfamt  Act,  who  are  tenints  of  m  mnhifanrilT  pniject  owned 

10  br  tlie  Secretnij  which,  prior  to  ne^oBtion  by  the  Secr^ary, 

11  was  (1)  subject  to  a  loan  undo-  aectiaB  202  of  the  Homang 

12  Act  of  1959  and  not  assisted  undo*  sectkn  8  of  the  United 

13  States  Housins  Act  of  1937  or  (2)  assisted  under  section  236 

14  or  the  proTiso  of  section  221(dK5)  of  the  National  Hottsinf 

15  Ad,  or  section  101  of  the  Hottsinf  and  Urban  Devdopment 

16  Act  of  1965,  and  insured  undo^  the  National  Housinf  Act". 

17  (c)  Title  V  of  the  National  Houong  Act  is  amended  by 

18  adding  the  fdlowing  new  section  at  the  aid  thereof 

19  '^ABTIAL  PAYMENT  OF  INSUnANCB  GLADfS 

20  ''Sbc.  534.  Notwithstanding  any  other  provision  of  law, 

21  whenever  the  Se^etary  is  requested  to  aee^  assignment  of 

22  a  mortgage  insured  by  the  Secretary  undo-  this  Act  which 

23  covo^  a  multifamily  housing  project,  and  the  Secretary  de- 

24  t^mines  that  partial  paymoit  would  be  less  oostly  to  the 

25  Federal  Government,  the  Secretary  may  request  the  mcMt- 
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1  gagee,  in  lieu  of  assignment,  to  accept  partial  payment  of  the 

2  claim  under  the  mortgage  insurance  contract  and  to  recast 

3  the  mortgage,  under  such  terms  and  conditions  as  the  Secre- 

4  tary  may  determine.  As  a  condition  to  a  partial  claim  pay- 

5  ment  under  this  subsection,  the  mortgagor  shall  agree  to 

6  repay  to  the  Secretary  the  amount  of  such  payment  and  such 

7  obligation  shall  be  secured  by  a  second  mortgage  on  the 

8  property  on  such  terms  and  conditions  as  the  Secretary  may 

9  determine.". 

10  (d)  Section  367  of  the  Multifamily  Mortgage  Foreclosure 

1 1  Act  of  1981  is  amended  by — 

12  (1)  striking  out  ''Sec.  367.  (a)"  and  mserting  in 

13  lieu  thereof  "Sec.  367.";  and 

14  (2)  striking  out  subsection  0))* 

15  PREVENTION  OP  PBAUD  AND  ABUSE  IN  HUI>-A88I8TBD 

16  PBOOBAMd 

17  Sec.  321.  (a)  The  Secretary  may  require,  as  a  condition 

18  of  initial  or  continuing  eligibility  for  participation  in  any  pro-* 

19  gram  of  the  Department  involving  loans,  grants,  interest  sub- 

20  sidies,  other  financial  assistance  of  any  kind,  or  mortgage  or 

21  loan  insurance,  that — 

22  (1)    an    applicant,    including    members    <rf    an 

23  applicant's  household  if  the  Secretary  so  requires,  in- 

24  elude  his  or  her  social  security  account  number  or  em- 
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1  ployer  idgrtificttioD  nmiiber  on  fonns  designated  by  the 

2  Secretaiy;  and 

3  (2)    an    ap^icanl,    inrhiding    members    of    an 

4  applieant's  househdd  if  the  Secretaiy  so  requires,  sign 

5  a  consent  form  designated  by  the  Secretary  authorizing 

6  the  Secretary  to  verify  and  audit  the  informaticm  fur- 

7  nished  by  the  applicant  and  authorizing  other  govern- 

8  mental  agencies  and  private  sources  (with  such  reim- 

9  bursement  as  may  be  agreed  upon)  to  release  informa- 

10  tion  related  to  the  initial  determination  of  eligibility 

11  and/or  benefit  level  or  postverification  thereof.  Such 

12  information  may  include,  but  is  not  limited  to,  data 

13  concerning  wages,  unemployment  compensation,  and 

14  data  relating  to   benefits   made   available   under  the 

15  Social  Security  Act,  the  Food  Stamp  Act  of  1977,  or 

16  title  38,  United  States  Code.  Any  such  information  re- 

17  ceived  pursuant  to  this  subsection  shall  remain  confi- 

18  deutial  except  for  use  pursuant  to  this  section  as  deter- 

19  mined  by  the  Secretary,  including  but  not  limited  to 

20  determining  or  thereafter  verifying  an  applicant's  eligi- 

21  bility  or  the  benefit  level  to  be  provided. 

22  As  used  in  this  subsection,  the  term  "applicant"  shall  have 

23  such  meaning  as  the  Secretary  by  regulation  shall  prescribe. 

24  (b)  Section  303(d)(1)  of  the  Social  Security  Act  is 

25  amended  by — 
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1  (1)  inserting  in  subparagraph  (A)  after  ''Depart- 

2  ment  of  Agriculture"  the  following:  "or  the  Depart- 

3  ment  of  Housing  and  Urban  Development/';  and  in- 

4  serting  after  "food  stamp  agency"  the  foUowing:  "or 

5  any  pubUc  housing  agency/';  and 

6  (2)   inserting  in   subparagraph   (B)   after   "Food 

7  Stamp  Act  of  1977"  the  following  "and  the  programs 

8  of  the  Department  of  Housing  and  Urban  Develop- 

9  ment". 

10  For  purposes  of  this  subsection,  the  term  "public  housing 

11  agency"  means  any  agency  described  in  section  3(bK6)  of  the 

12  United  States  Housing  Act  of  1937. 

13  (c)  Notwithstanding  any  other  provision  of  law,  the 

14  entity  responsible  for  determining  eligibility  and/or  level  of 

15  benefits  under  the  United  States  Housing  Act  of  1937,  sec- 

16  tion  101  of  the  Housing  and  Urban  Development  Act  <rf 

17  1965,  or  section  221(dK3)  or  236  of  the  National  Housing 

18  Act,  including  public  housing  agencies  as  defined  in  section 

19  3(bK6)  of  the  United  States  Housing  Act  of  1937  and  owners 

20  of  projects  assisted  under  such  programs,  shall  deny  appli- 

21  cants  for  or  participants  in  such  programs  eligibility  in,  and/ 

22  or  benefits  of,  the  particular  program  if  it  determines  that  an 

23  applicant  or  participant  has  knowingly  and  willfully  (1)  made 

24  false  or  misleading  statements,  or  misrepresented,  concealed 

25  or  withheld  relevant  facts  in  connection  with  such  ^iplicatiim 
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1  or  participation,  or  (2)  committed  any  action  idiich  conati- 

2  tutes  a  violation  oi  these  Acts  or  rq;ulati<»i8  issued  thereun- 

3  der.  Unintentional  error  or  omission  on  the  part  of  applicants 

4  or  participants  in  HUD  programs  shall  not  be  a  basis  for 

5  denying  eligibility  unless,  on  the  basis  of  accurate  and  com- 

6  plete  information,  the  applicants  ar  participants  would  be 

7  currently  ineligiUe. 

8  (d)  Section  214(b)  of  the  Housing  and  Community  De- 

9  velopment  Act  of  1980  is  amended  by  striking  out  all  that 

10  follows  "1937"  through  ''National  Housing  Act/'  and  insert- 

11  ing  in  lieu  thereof  the  foUowing:  ";  section  221(dK3),  section 

12  235,  or  section  236  of  the  National  Housing  Act;". 

13  AKENDlfENT  OF  SEAL  ESTATE  SETTLEICBNT  PROCEDURES 

14  ACT  OP  1974 

15  Sec.  322.  (a)  Sections  8,  9,  13,  14,  15,  and  16  of  the 

16  Real  Estate  Settlement  Procedures  Act  of  1974  are  hereby 

17  repealed. 

18  (b)  Section  2(b)  of  such  Act  is  amended  by — 

19  (1)  adding  "and"  at  the  end  of  paragraph  (1); 

20  (2)  striking  out  paragraphs  (2)  and  (4)  and  redes- 

21  ignating  paragraph  (3)  as  paragraph  (2);  and 

22  (3)  striking  out  ";  and"  at  the  end  of  paragraph 

23  (2),  as  redesignated  by  this  subsection,  and  inserting  in 

24  lieu  thereof  a  period. 
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1  (c)  Section  3  of  such  Act  is  amended  by  striking  out 

2  paragraphs  (2)  and  (4)  and  redesignating  the  remaining  para- 

3  graphs  accordingly. 

4  (d)  Section  4(bK2)  of  such  Act  is  amended  by  striking 

5  out  the  last  sentence. 

6  (e)  Section  5(a)  of  such  Act  is  amended  by  inserting  ''the 

7  text  of"  following  ''distribute"  where  it  appears  in  the  first 

8  and  second  sentences  thereof. 

9  (f)  Section  10  of  such  Act  is  amended  by  inserting  after 

10  "twelve-month   period"    in   paragraph   (1)   the   foUowing: 

11  ":  Provided,  That  a  lender  may  require  deposit  of  a  sum  suffi- 

12  cient  to  pay  taxes,  insurance  premiums  or  other  charges  with 

13  respect  to  the  property  when  each  such  charge  is  next  due, 

14  without  regard  to  the  procediu-e  set  forth  above,  if  that  proce- 

15  dure  does  not  provide  a  sufficient  sum  to  satisfy  each  such 

16  obligation". 

17  (g)  Section  12  of  such  Act  is  amended  by  striking  out 

18  "sections  4  and  6"  and  inserting  in  lieu  thereof  "section  4". 

19  HOUSING  COUNSELINQ  AS8I8TANCB 

20  Sec.  323.  (a)  Section  106(aKl)  of  the  Housing  and 

21  Urban  Development  Act  of  1968  is  amended  by  striking  out 

22  ",  or  contract  with  public  or  private  organizations  to  pro- 

23  vide,". 

24  (b)  Section  106(aK2)  of  such  Act  is  amended  to  read  as 

25  follows: 
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1  ''(2)  The  Secretary  is  authorized  to  provide  information, 

2  advice,  and  technical  assistance  to  private  and  public  organi- 

3  zations  with  special  competence  and  knowledge  in  counseling 

4  low-  and  moderate-income  families  to  assist  such  organiza- 

5  tions  in  providing  the  counseling  and  advice  described  in 

6  clause  (iii)  of  paragraph  (1)  of  this  subsecticm.". 

7  (c)  Sections  101(e)  and  106(aK3)  of  such  Act  are  hereby 

8  repealed. 

9  (d)  Section  230(d)  of  the  National  Housing  Act  is  hereby 
10   repealed. 

O 
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SECTION-BY-SECTION  EXPUNATION  AND  JUSTIFICATION 

TITLE  I  —  COMMUNITY  AND  NEIGHBORHOOD  DEVELOPMENT 

BENTAL  REHABILITATION 

S«otion  101  would  aaend  title  I  of  th«  Housing  and  Comunity 
Developaent  Act  of  197M  to  or««t«  •  n«u  Rental  Rehabilitation 
PrograiD.  This  new  initiative  will  help  preserve  the  Nation's 
rental  housing  stock  in  low-  and  Boderate-inooae  neighborhoods 
and  assist  very  low-inooae  tenants.  The  need  for  rental 
rehabilitation  is  clear:  of  26  Billion  ranter-oocupied  units  in 
the  Nation,  1.8  Billion  are  seriously  deficient  and  another  2.6 
Billion  have  significant  inadequacies.  PurtherBore,  continuing 
deterioration  and  abandonBent  of  rental  units  ia  accelerating  the 
decline  of  Bany  urban  neighborhoods. 

In  order  to  provide  low-lncoBe  housing  assistance  at  a 
fraction  of  previous  costs,  the  DepartBent  proposes  to  rely 
prlBsrlly  on  the  Modified  Section  8  Existing  Housing  ProgrsB  to 
bridge  the  "affordability  gap"  for  very  low-incoBe  renters  in  the 
private  Barket.  To  ensure  that  the  Bodified  certificate  approach 
works  SBOothly,  a  supporting  progrsB  to  rehabilitate  rental  units 
is  necessary.  The  Rental  Rehabilitation  PrograB  will  answer  the 
concern  expressed  by  soae  that  certificate  assistance  will  be 
inadequate  because  affordable  units  will  not  be  available  to 
certificate  holders.  By  providing  States  and  local  govemBents 
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with  th«  ability  to  produo«  BOdastly  rehabilitated  unita  vhara 
naadad,  tha  naw  initiative  will  BiniBlsa  tha  ooourranoa  of 
localised  rental  unit  ahortagea  which  Bay  otherwiae  occur  within 
aoae  aarkata  and  neighborhooda. 

The  propoaed  Rental  Behabilitation  Prograa  addreaaea  the 
need  to  upgrade  rental  propertiea  through  allocationa  to  larger 
citiea,  urban  countiaa,  and  Statea  of  both  caah  granta  (Bental 
Rehabilitation  Granta)  and  contract  authority  for  rental 
aaaiatance  payaanta  for  tenanta  (Modified  Section  8  Exiating 
Uouaing).  The  new  initiative  would  replace  HUD'a  current  Section 
312  Rehabilitation  Loan  and  Section  8  Moderate  Rehabilitation 
Prograaa . 

(1)  Rental  Rehabilitation  Granta.  allocated  on  a  needa 
baaia,  would  be  uaed  by  local  and  State  governaenta  to  help 
reduce  ownera'  coata  of  rehabilitating  rental  propertiea  in  low- 
and  Boderata-incoBe  neighborhooda.  Thia  reduced-coat  financing 
would  Bake  rehabilitation  feaaible  in  thoae  areaa  where  the 
after-rehabilitation,  free-aarket  rent  for  unita  will  be 
affordable  to  peraona  receiving  rental  aaaiatance  through 
Modified  Section  8  Exiating  Houaing. 

(2)  Hgdifiod  Sttotion  fl  Eilating  Hguaing  (-Bodified 
certificatea")  would  offer  very  low-incoBC  tenanta  the 
opportunity  to  leaae  rehabilitated  unita  and  other  atandard 
houaing  atock  at  rental  payaanta  which  they  can  afford.  Contract 
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authority  for  o«rtirio«t«8  would  b«  alloo«t«d  for  looal  and  State 
governaants  in  tha  saaa  proportion  as  thair  rantal  rehabilitation 
grants. 

Program  funds  are  to  be  used  in  low-  and  BOderate-inooae 
neighborhoods,  selected  according  to  locally  established 
criteria.  Grants  to  local  and  State  governaents  will  have  no 
restrictions  regarding  the  nuaber  of  units  in  buildings  to  be 
assisted;  unlike  previous  HUD  prograas,  no  distinction  is  aade 
between  single  faaily  and  aultifaaily  properties.  All  structures 
and  units  aust  aeet  the  Section  8  Existing  Housing  Quality 
Standards  after  rehabilitation.  Local  and  State  governaents  are 
given  broad  discretion  in  providing  rental  rehabilitation  funds 
to  individual  property  owners.  For  exaaple,  public  aonies  aay  be 
given  as  outright  grants  (reducing  the  rehabilitation  funds  which 
property  owners  need  to  obtain  from  private  sources),  deferred 
payment  loans  (to  be  repaid  on  sale  of  the  building),  or  low- 
interest  loans  repayable  to  the  public  agency. 

In  order  to  encourage  a  high  level  of  participation  by 
private  lenders  in  project  financing  and  underwriting,  assistance 
provided  under  the  new  prograa  aay  not  exceed  50  percent  of  the 
cost  of  rehabilitating  each  individual  property.  If  additional 
public  funds  are  needed  to  aeet  local  and  State  prograa 
objectives,  Coaaunity  Developaent  Block  Grants  or  other  public 
aonies  aay  be  used  to  further  assist  individual  projects. 
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acd  ttoss  be  affords  bla  to  very  lov-i^eoaa  taoacta  hel4i?)c 
eartlfieatas. 

Cossistast  witti  tba  (aoaral  ralas  aC  Um  Mo«lf  lad  Sa«ti«n  i 
Existiag  Soosific  Assistance  Protraa,   taaacta  raealvi^t 
certificates  nder  tbe  rectal  reHabllltatlos  l?)ltlatlve  a^y  live 
iB  iralts  of  tbelr  choice.     Tbus,  tbaj  aaj  elect  to  reailti  In 
uBlts  rebabllltated  us^r  tbe  prograa  or  to  aove  to  any  other 
dvelllog  of  tbelr  cbolce.     Tbls  aaaBs  tbat  long^tera,   low* Income 
occupancj  lo  relMbllltated  structures  la  not  guaranteed  tbrougb 
the  new  prograa.     Bowever,  the  perforaaaee  atandard  on 
after-rehabUltatlon  rents  aentloaad  above  iMuld  puah  rental 
rehabilitation  activity  Into  areaa  where  aiioh  renta  are  aoat 
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likely  to  continue  to  be  affordable  by  very  lou-inooae  renters 
with  Bodified  certificates  and  low-  and  BOderate-incoBe  faBiliea 
and  individuals  without  certificates. 

The  prograa  separation  between  rehabilitation  and  rental 
subsidies  will  have  fundamental  iaplications  for  financial 
underwriting  and  Banagenent  of  individual  structures.  Since 
certificate  holders  in  assisted  properties  Bay  move  out  of  their 
units  at  any  tine,  subject  to  any  lease  requireBents,  owners 
cannot  depend  on  a  HUD-guaranteed  rental  incoBe  streaa.   Instead, 
property  financial  underwriting,  including  repayBent  of 
rehabilitation  debt,  has  to  Bake  sense  even  if  buildings  have  no 
certificate  holders  renting  units.  £aa1  market  rents— rents 
which  unsubsidized  tenants  are  actually  willing  to  pay  for 
rehabilitated  units  in  the  areas  where  assisted  structures  are 
located—would  serve  as  the  basis  for  the  underwriting  of 
rehabilitation  projects  supported  by  this  progrsB. 

It  is  anticipated  that  local  and  State  governBents, 
interested  in  stretching  the  iBpact  of  their  rental 
rehabilitation  funds,  will  generally  limit  the  aBOunt  of 
assistance  to  each  individual  project  to  the  BiniBUB  aBOunt 
needed  to  Bake  the  project  work. 

Since  this  program  does  not  provide  for  guaranteed  tenants 
and/or  aubsidies  attached  to  individual  units,  property  owners 
Bust  work  to  keep  current  tenants  satisfied  and,  if  vacancies 
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occur,  to  attract  now  rontors.  Thua,  ovnora  will  bo  undor 
■arkot  placo  proaauro  to  Bointain  building  aorvicea  and 
conditiona  onoo  rohabilitation  la  coaplotod. 

In  abort,  tba  propoaod  rental  rohabilitation  prograa  bringa 
tha  froo  aarkat  plaoa  back  into  HUD* a  aaaiatod  houaing  prograna. 
Aa  a  raault  of  thia  fundaaontal  ahift  in  approach,  tha  Fadaral 
Govarnaant  will  ba  abla  to  aaaiat  a  aignifieantly  larger  number 
of  property  ounera  and  very  low-incoae  tenanta  than  current 
prograaa  could  for  the  aane  aaount  of  aoney.  Analyaia  ahowa  that 
the  propoaed  Rental  Rehabilitation  Prograa  can  provide  ooaparable 
aaaiatance  to  that  provided  under  the  Section  8  Hoderate 
Rehabilitation  Prograa  to  40  percent  acre  faailiaa  and  to  10 
percent  sore  unita  at  the  aaaa  coat. 

Specific  proviaiona  of  the  propoaal  are  aa  followa. 
Subaection  (a)  providea  baaic  authorisation  to  the  Secretary  to 
■ake  rental  rehabilitation  granta  to  Statea  and  unita  of  general 
local  govarnaent.  Granta  would  be  aada  available  to  help  aupport 
the  rehabilitation  of  privately  owned  real  property  to  be  uaed 
for  priaarily  reaidential  rental  purpoaea.  Up  to  $150  aillion  of 
aaounta  appropriated  under  title  I  of  the  1971  Act  for  FT  1983 
would  be  available  for  rental  rehabilitation  granta  in  that  year. 

Subaection  (a)  would  alao  authoriaa  HUD  to  sake  available 
contract  authority  under  the  Modified  Section  8  Bxiating  Houaing 
Prograa  for  uae  in  connection  with  rental  rehabilitation 
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progrsBs.  The  apeoial  allocations  of  thaaa  oartifioataa  ara 
•xpected  to  b«  uaad  priaarily  to  anabla  tananta  of  atruoturaa  to 
b«  upgraded  under  the  prograa  to  reaaln  in  thair  unita  after 
rehabilitation.  However,  theae  certificates  aay  alao  be  uaed  to 
assist  tenants  displaced  as  the  result  of  rehabilitation 
activities  and  to  inplement  the  none  general  purposes  of  the 
Hodified  Section  8  Exiating  Housing  Assistance  Prograa,  i.e.,  to 
assist  other  very  lou-incone  tenants  in  obtaining  decent,  aafe, 
and  sanitary  housing.   For  exanple,  certificates  could  ba  given 
to  qualified  families  on  Section  8  waiting  lists  with  referral  to 
vacant  units  rehabilitated  with  program  funds. 

Subsection  (b)  establishes  provisions  for  the  allocation  and 
reallocation  of  resources  provided  under  the  new  section • 
Paragraph  (1)  makes  cities  with  populations  of  50,000  or  more, 
urban  counties  (as  defined  under  title  I  of  the  Housing  and 
Community  Development  Act  of  1971) t  and  Statea  eligible  for 
rental  rehabilitation  grants.   The  Secretary  would  allocate 
amounts,  taking  into  account  such  factors  as  low-income  renter 
population,  rental  housing  market  conditions,  overcrowding  of 
rental  housing,  the  condition  of  the  rental  housing  stock,  and 
other  appropriate  objectively  measurable  conditions.  These 
factors  are  intended  to  assure  that  program  funds  are  targeted  to 
areas  of  greatest  need.  The  actual  allocation  aystem  will  be 
determined  once  relevant  1980  Cenaua  data  are  available. 
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l»j  adjisstjw^t3  Ir  ti»  alloeatloB  ■■niitta  osf  fcli^ii  moitw 
parasrapft  (1).  First,  ttie  Scerelary  mj  estafcliaH  bIsIibb 
allocation  aaonsta  far  yasts  tc  cities  mn^   orba:  eo«sti«s 
ra^fBaaatirg  pro^ras  larals  talow  i*icti  coedact  of  a  local 
prograa  would  sot  be  feasible.  ECt   is  emreatly  plassisc  * 
aiaiwH  allocation  aaount  of  $100,000  vbicb  wwld  generate  a 
prograa  ▼olcae  of  at  least  $200,000  (dac  to  the  50S  leveragias 
requireaent  K   Punding  'allocations*  of  less  than  the  aisivm 
aaouats  would  be  added  to  tbe  allocation  for  tbe  States  where  the 
relevant  cities  and  counties  are  located,  and  these  localities 
would  be  elisitle  for  assistance  fro«  the  States  ia  usdertakisg 
rental  rehabilitation  activities. 

Second,  the  Secretary  is  authorized  to  aake  annual 
perforaance  adjustaerts,  not  to  exceed  15  percent  in  aaounts 
added  or  deducted,  to  city,  urban  county,  and  State  allocations, 
based  on  an  annual  review  of  each  grantee's  progress  in  aeeting 
prograa  perforaance  requireaents.   The  Secretary  would  establish 
program  perforaance  criteria,  including  perforaance  in  achieving 
the  result  that  at  least  80  percent  of  the  initial 
after-rehabilitation  rents  for  assisted  properties,  on  a 
free-aarket  basis,  are  within  the  applicable  payaent  standard  for 
aodified  certificates.   If  a  city  or  urban  county  qualifies  for  a 
direct  allocation  of  funds  above  the  ainiaua  program  aaount,  it 
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would  rec«iv«  •  grant  %y%n   if  this  perfornance  adjustaant  raduoas 
tha  grant  balou  tha  BiniaUB  laval. 

Paragraph  (3)  providaa  for  allocation  of  contract  authority 
for  Bodifiad  cartificatas  for  grantaas  on  a  basis  proportional  to 
tha  allocation  of  rantal  rahabilitation  grant  funds.   It  also 
authorizas  tha  Sacratary  to  includa  a  provision  in  tha  annual 
contributions  contracts  for  thase  cartificatas  to  ansura  that  usa 
of  tha  rantal  rahabilitation  grants  and  aodifiad  cartificatas  is 
aff actively  coordinated. 

Paragraph  (4)  authorizas  tha  Sacratary  to  naka  annual 
prograa  raviaus  and  audits  of  local  and  State  efforts  to  ansura 
that  grant  recipients  are  carrying  out  their  activities  in  a 
tiaaly  Banner  and  consistent  with  prograa  guidelines,  and  that 
they  have  a  continuing  capacity  to  carry  out  the  prograa  in  a 
timely  Banner.   This  paragraph  also  authorizes  the  Secretary  to 
adjust,  reduce,  or  withdraw  resources  aade  available  under  the 
program,  with  the  liaitation  that  resources  already  expended  on 
eligible  activities  aay  not  be  recaptured  or  deducted  from   future 
resources  to  be  aade  available.   Resources  which  beooaa  available 
as  a  result  of  these  funding  adjustments  (and  actions  under 
section  111  of  the  197'!  Act)  are  to  be  reallocated  to  other 
States  and  localities  during  the  year  in  which  they  become 
available.  These  review  and  grant  adjustment  features  are 
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ooaparabltt  to  tbosa  Id  tha  CoBBunity  D«valopMDt  Blook  Grant 
Prograa. 

Paragraph  (5)  authorizes  tha  Sacretary  to  aatabliah  the 
■axiauB  levels  of  rental  rehabilitation  grants  which  individual 
governaents  say  receive  in  a  single  year  under  the  prograa. 
Although  States  and  localities  with  effective  prograaa  nay 
receive  funds  above  their  initial  allocations,  their  receipt  of 
funding  reallocations  will  have  an  upper  limit.  This  provision 
will  minimize  the  incentive  for  local  governments  to  overstaff  or 
spend  funds  too  quickly  in  a  "grantsmanship"  effort  to  get  more 
funds. 

Paragraph  (6)  provides  that  funds  not  obligated  by  States 
and  localities  to  specific  projects  at  the  and  of  a  fiacal  year 
will  be  added  to  funds  available  for  the  general  allocation  in 
the  next  year  under  subsection  (b). 

The  rental  rehabilitation  program  would  not  require 
participating  governments  to  submit  an  application  before 
receiving  annual  funds.  Subsection  (c)  does,  however,  require 
program  participants  to  prepare  an  annual  atataaant  containing  a 
description  of  their  rental  rehabilitation  programa  by  December 
31  of  each  year  in  which  activitiea  are  being  carried  out. 
Copiea  of  the  atatement  would  be  made  available  to  the  public  and 
submitted  to  HUD. 
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Subsection  (d)  contains  a  series  of  key  prograa 
requireaents.   Paragraph  (1)  provides  that  rental  rehabilitation 
grants  can  only  be  used  to  rehabilitate  structures  which  are 
located  in  low-  and  aoderate-incoae  areas  defined  and  designated 
by  the  grant  recipient  and  which  are  to  be  used  priaarily  for 
residential  rental  purposes.   Paragraphs  (2)  and  (3)  establish 
the  requireaents  that  all  assisted  rehabilitation  aeet  the 
section  8  Housing  Quality  Standards,  and  that  prograa  funds  only 
cover  50  percent  of  project  rehabilitation  costs,  as  defined  by 
the  Secretary.   Paragraph  (4)  prohibits  participating  governaents 
from  imposing  special  rental  limitations  on  property  owners 
assisted  with  rental  rehabilitation  funds.  The  rental  of  iinits 
in  properties  rehabilitated  under  the  program  would  be  subject  to 
the  same  State  and  local  requirements  as  any  coaparable 
rehabilitation  undertaken  without  Federal  assistance.  This 
feature  is  crucial  to  the  cost-efficient,  market-based 
characteristic  of  the  Rental  Rehabilitation  Grant  Program. 

Paragraph  (5)  prohibits  owners  of  structures  assisted  with 
program  funds  from  refusing  to  rent  to  tenants  solely  because 
they  are  receiving  Section  8  rental  assistance.  Paragraph  (6) 
requires  participating  jurisdictions,  in  designing  and  operating 
their  programs,  to  require  property  owners  to  be  personally 
liable  for  payment  of  debts  incurred.  This  provision  is  designed 
to  encourage  an  increased  sense  of  owner  responsibility  for 
individual  assisted  projects  during  and  after  rehabilitation.   It 
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will  also  tend  to  encourage  program  participation  by  owners  with 
a  greater  interest  in  long-tern  rental  incoae  rather  than  the 
syndication  of  tax  benefits. 

Paragraph  (7)  prohibits  States  and  localities  from  using 
prograa  funds  for  the  costs  of  adainistering  their  rental 
rehabilitation  efforts.  Localities  and  States  are  expected  to 
use  Coaaunity  Development  Block  Grant  or  other  public  funds  to 
support  the  adainistrative  costs  of  operating  their  rental 
rehabilitation  prograas. 

Subsection  (e)  contains  provisions  relating  to  State  rental 
rehabilitation  prograas.   Paragraph  (1)  liaits  State  use  of 
rental  rehabilitation  resources  to  jurisdictions  and 
unincorporated  areas  which  do  not  receive  direct  allocations 
under  subsection  (b).  States  aay  either  establish  their  own 
prograas,  working  directly  with  property  owners  in  the  eligible 
areas,  and/or  distribute  the  resources  to  individual 
Jurisdictions.   In  order  to  give  States  time  to  gear  up  for  the 
program,  States  would  be  able  to  opt  not  to  administer  a  rental 
rehabilitation  program  in  fiscal  year  1963*  HUD  will  administer 
the  State's  allocations  during  1983  in  any  State  exercising  this 
option.  After  fiscal  year  1983,  States  will  be  expected  to 
assuae  responsibility  for  adainistering  their  prograas. 

Subsection  (f)  gives  the  Secretary  authority  to  establish  by 
regulation  relocation  standards  for  the  new  prograa.   These  rules 
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Will  only  apply  to  the  fiscal  year  1983  UUD-operated  State 
prograa,  as  provided  for  in  subsection  (e). 

Subsection  (g)  provides  that  prograa  participants  will  be 
responsible  for  supporting  national  historic  preservation 
objectives  in  their  rental  rehabilitation  efforts,  working  with 
State  Historic  Preservation  Officers  on  any  projects  where 
national  historic  preservation  standards  cannot  be  aet.   It  also 
exempts  the  new  program  from  provisions  of  the  National 
Environmental  Policy  Act  and  other  related  laws  and  authorities. 

Section  101(b)  would  exeapt  rental  rehabilitation  grants 
from  the  "luap  sum"  drawdown  provisions  of  section  104(g). 
Subsection  (c)  contains  a  technical,  conforming  amendment. 
Subsection  (d)  would  require  program  grantees  to  certify  in 
advance  of  funding  that  their  programs  will  be  conducted  and 
administered  in  conformity  with  applicable  civil  rights 
requirements. 

URBAN  HOMESTEADING 

Section  102(a)  would  reduce  the  fiscal  year  1983  funding 
authorization  for  the  urban  homesteading  prograa  from  $13>467 
million  to  $12  million,  and  would  authorize  the  appropriation  of 
such  sums  as  aay  be  necessary  for  the  program  for  fiscal  year 
1964. 
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or  the  $12  BilUoa  r«qiMSt«tf»  $9  allUoa  Mould  b«  iiMd  for 
tb«  •xistins  urban  boatstuadlug  prograa.  Tbia  raprasaata  a 
prograa  level  auffieieot  to  aaat  aatioipatad  prograa  daaand  for 
fiscal  year  1983*  Tba  reBaiaing  $3  Billioo  would  ba  usad  to 
oarry  out  tbe  HultifaBlly  Bouastaading  Daaonstratioa  Prograa 
proposed  io  subseotioo  (c). 

Subsaetioa  (b)  cootaina  a  aeriaa  of  aaaadaaata  to  paruit  HDD 
and  tbe  gOYernuantal  antitiea  carrying  out  urban  boaaataading 
prograas  to  cbarga  consideration  in  connection  vitb  tbe  tranafar 
of  boaastead  properties  to  tbe  entities  and  to  tbe  ultiaete 
ovner-oceupants,  respectively.  Existing  law  requires  HOD  to 
transfer  properties  to  local  entities  without  payaent»  and 
requires  eonveyanoe  of  tbe  property  to  tbe  boaeateader  to  ba 
"without  substantial  consideration."  If  tbe  consideration 
received  for  a  property  by  a  local  entity  exceeda  that  charged  by 
HUD  for  the  property,  half  of  the  excess  would  have  to  be 
reaitted  to  HUD. 

Theae  aaendaenta  recognize  the  fact  that  free  tranafar  ia 
not  always  necessary  to  auoceasful  hoaasteading.  Tbua,  HUD  would 
be  given  discretionary  authority  to  set  a  tranafar  price  for 
individual  hoaaateading  properties  at  a  level  conducive  to 
attract  bonesteadera,  while  at  the  saae  tiae  atratobing  acaroe 
Federal  resources  over  acre  hoaasteading  propertiea.  States  and 
localities  would  be  free  to  charge  whatever  conaideration  they 
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deea  appropriate  for  these  properties,  with  the  oaveat  that  half 
of  their  "gain"  would  have  to  be  refunded  to  HUD. 

Subsection  (c)  would  authorize  HUD  to  deaonstrate  the 
feasibility  and  desirability  of  using  a  variety  of  hoaesteading 
and  related  techniques  to  encourage  the  reuse  of  HUD-owned 
Bultifaaily  properties  for  priaarily  residential  use,  in  which 
the  dwelling  units  would  be  under  a  cooperative  or  condoainiua 
fora  of  ownership.  The  Secretary  would  transfer  suitable 
properties  to  the  State  or  local  governaent,  which  would  be 
responsible  for  aanaging  the  disposition  and  rehabilitation  of 
the  property  at  the  local  level.  The  transfer  would  include  such 
teras  and  conditions  as  would  be  agreed  between  the  Secretary  and 
the  responsible  agency,  including  the  right  of  the  Secretary  to 
assure  that  such  use  in  fact  occurs. 

The  program  would  be  designed  to  spur  local  interest  in  dealing 
with  deteriorated  aultifaaily  housing  stock  in  creative  and  innovative 
ways.   Among  other  things,  HUD  would  encourage  new  approaches  to 
aultifaaily  hoaesteading,  such  as  "condosteading".   "Condosteading" 
would  permit  homesteaders  to  build  equity,  and  could  be  used  to 
encourage  people  of  middle  incoae  to  invest  and  live  in  deteriorated 
buildings  and  neighborhoods.  HUD  would  also  encourage  creative 
financing  techniques  for  rehabilitation,  which  would  result  in  the 
■axiauB  leverage  of  public  funds. 
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T^m   — Itlf—lly  In— ■t«>dtna  Protraa  noald  eooe^atrttt^  on  Um 
trmamlT  mf  pra^mrtXm^  uitk   apyromlaatcli  10  aalts  (to  Um  extMit 
•valla^ls),  to  eoiaeldo  vltH  tbo  proc«pto  of  tlM  proposed  tentaX 
i«A«hUJ.t4rk0G.  Frograa.  Ikls  nould  also  allov  for  tlM  tronsfar  of  a 
groator  rwliir  of  propartiaa. 

laa  Badgat  nawea  partieipation  by  ap  to  15  localitiaa  aad  tha 
traasfar  of  at  laaat  15  propartias.  with  as  avaraga  ac^uialtioB  prica 
of  1200.000  (30  vttit  propartiaa  at  $6,500  par  unit  avaraga).  Sinea 
ta«  Dapartaast  iataoda  to  vary  tba  laval  of  subsidy  for  proparty 
acquis! tioB  by  raquiriog  a  dotm  payaeot  or  aquity  rnaaltaagt  by  tba 
boaastead  astity,  tha  total  nuabar  of  transfars  could  ineraasa  by  as 
BBCh  as  50  p€rce*;t. 

Finally,  the  proposal  Mould  authorise  tha  use  of  hoaastasding 
fuQds  for  technical  assistsnoe  in  connection  with  the  daaonstrstion 
prograa. 

REPEALERS 

Section  103  would  repeal  several  HUD  coaaunity  developaent  and 
related  authorities.  Subsection  (a)  would  repeal  the  tehabilitation 
Loan  Prograa  contained  in  section  312  of  tha  Housing  Act  of 
196*.  This  Prograa  authorlxes  direct  loans  to  property  oimers  and 
tenants  to  finance  the  rehabilitation  of  residential  and  business 
properties. 
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These  functions  are  eligible  for  funding  under  a  nuaber  of 
existing  eligible  activities  in  the  Comunity  Developaent  Block  Grant 
Prograa.  For  exaaple,  section  105(a)(4)  includes  as  an  eligible 
activity  the  rehabilitation  of  buildings  and  iaproveaents,  including 
the  financing  of  public  or  private  acquisition  of  privately  owned 
properties  for  rehabilitation  and  the  rehabilitation  of  those 
properties.  Section  105(a) (14)  provides  that  block  grants  aay  be 
used,  aaong  other  things,  to  finance  the  rehabilitation  of  coaaercial 
or  industrial  buildings  or  structures  and  other  coaaercial  or 
industrial  real  property  iaproveaents.  Finally,  section  105(a) (15) 
allows  block  grants  to  be  used  for  a  wide  range  of  rehabilitation 
activities  undertaken  by  neighborhood  nonprofit  groups,  local 
developaent  corporations  and  ainority-enterprise  saall  business 
investaent  ooapanies.   In  addition,  special  funding  for  rental 
rehabilitation  is  proposed  in  the  Departaent's  Rental  Rehabilitation 
Initiative.   In  light  of  these  existing  and  proposed  authorities, 
continuation  of  the  Section  312  Prograa  is  no  longer  desirable. 

The  proposal  would,  however,  retain  provisions  of  section  312 
concerning  the  creation  and  uses  of  the  prograa's  revolving  fund. 
These  provisions  would  be  retained  to  insure  that  funds  for  servicing 
and  liquidating  section  312  loan  contracts  would  be  available  until 
Septeaber  30,  1963  or  until  the  assets  and  liabilities  of  the  fund  are 
transferred  to  the  revolving  fund  for  liquidating  prograas,  whichever 
is  earlier.   An  aaendaent  to  accoaplish  the  transfer  of  the  fund  will 
be  included  in  the  Departaent*s  proposed  fiscal  year  1983 
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•IM  ««a«  «ftl»  •iMT  ttat 

tmr  Tirwiin  mM^mmm  Ctml»<lM  tta  mm  #r  privat*  <Miitc««««ni)  rtr 
— iiU  It  «M  U^BKiitlit  — •tl—   312  lMfi3. 

•cetalaM  Is  Mdlos  ti^  #r  tfe«  fcwilt^  «94  Srtea  tov^Io^MSt  A«t 
of  1H$.     Soctigg  414  pMvits  Um  tesw«l  Sw^ieM  A^BlQlatratloe 
to  tnaafor  nrvlss  F*«u^l  fmI  pro»Mty  t«  ■»  •«<  Um 
r*»irt— St  #r  Asric«lt«r«  for  aal«  or  loaoo  ot  tmXr  valoo  for  ooo 
for  protesisostli  low-  oad  »u^:«ri:e-;.-^^»t  ImooIsc* 

Slseo  its  iseoptios,   tMo  procroa  teo  boos  isfroquostly 
wood.     ObIj  scvsfi  prop«rtios  tove  boos  troosforrod  sisoo  1970« 
Tkis  llsitod  aetivitf  ovor  ooeH  o  long  period  dooo  oot  Jootify 
ttm  eoots  Jjvolro#^-«tArr.  trovol  ete.-^ia  ■•ifitoinist  Uio 
procroa.     Horoovor,  Um  progroo  is  odaiaistrotivolf  iooffioioiit« 
siaoo  it  istorjsoto  HOD  sad  VmSLk  botwooa  GSA  sad  tlie  ultiMt* 
pordMsor/lossoo  of  the  property  involved. 

Is  addition  to  repealinc  section  ^1^*   this  proposal  Dould 
peroit  WD  asd  FbHA  to  dispose  of  surplus  property  uithln   120 
days  sfter  tbe  effective  date  of  this  Act  if  either  Secretsry  had 
requested  GSA  to  trsnsfer  the  lend  prior  to  the  effective  date  of 
this  Act.     This  is  necessary  to  aasure  that  adequate  tiae  ia 
afforded  the  Secretaries  to  coaplete  processing  of  projects  in 
the  pipeline  st  the  tiae  of  enactaent  of  the   1983  legislation. 
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Section  414  presently  provides  that  land  conveyed  to  • 
private  entity  will  revert  to  the  United  States  if  it  is  used  for 
other  purposes  within  30  years  (20  years  with  Federal  approval) 
after  its  transfer  for  use  as  low-  and  moderate-inooae  housing. 
The  repealer  specifically  provides  that  this  provision  will 
continue  to  be  in  force  and  effect  for  all  properties  transferred 
pursuant  to  section  414  to  which  it  applies. 

Subsection  (c)  would  repeal  provisions  of  the  Urban  Renewal,  Open 
Space  Land  and  Neighborhood  Facilities  Programs  in  order  to  reduce 
Federal  involvenent  in  decisions  which  are  oore  appropriately  aede  at 
the  local  level. 

Paragraph  (1)  of  subsection  (c)  would  repeal  section  106(g)  of 
the  Housing  Act  of  19^9.  This  provision  requires  localities  to  obtain 
a  transient  housing  study  before  an  Urban  Renewal  Plan  oan  provide  for 
the  construction  of  hotels  or  other  transient  housing  in  the  Urban 
Renewal  area.  The  study  is  to  assure  that  there  is  a  need  for  this 
type  of  housing  in  the  area.  This  requirement  would  be  deleted,  since 
the  decision  concerning  whether  to  permit  transient  housing  is  one 
that  should  be  made  by  local  authorities  who  are  most  familiar  with 
local  zoning  and  marketing  conditions. 

Paragraphs  (2)  and  (3)  of  subsection  (c)  would  eliminate 
provisions  in  the  Open  Space  Land  and  Neighborhood  Facilities  Progrmas 
which  prohibit  the  conversion  of  land  or  property  obtained  with 
assistance  under  the  Programs  for  uses  other  than  those  intended  at 
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the  tiae  Um  (rant  vbs  Bstf*.  nithout  prior  r«d«ral  approval.  T1ms« 
chances  nottld  give  the  loeality  coaplete  diacretioo  in  tfeterainiBg  the 
appropriate  eae  of  its  lasd  or  property,  and  would  thereby  proaote  the 
effort  to  deceatralixe  the  decisioasaking  process  and  speed  its  return 
to  local  control.  The  locality  is  uhich  the  land  aad/or  property  is 
situated  is  best  able  to  detemine  what  is  the  nost  appropriate  use  of 
its  resources  and  uhether  or  not  a  conversion  to  another  use  is 
consistent  with  its  needs  and  objectives. 

Specific  provisions  to  be  repealed  include: 

— Section  703(d)  of  the  Housing  and  Urban  Developnent  Act  of 
1965.  This  authority  prohibits  the  Secretary  fron  approving  a 
conversion  in  the  use  of  '^slEhbcr^ood  facilities  during  a  2(Kyear 
period  following  the  grant,  unless  HUD  finds  that  the  conversion 
is  in  accordance  with  the  then-applicable  prograa  of  health, 
recreational,  social,  or  similar  coaaunity  services  in  the  area, 
and  is  consistent  with  coaprehensive  planning  for  the  developaent 
of  the  coaaunity  in  which  the  facility  is  located. 

— Section  70^  of  the  Housing  Act  of  1961.   This  provision  allows 
tbe  Secretary  to  approve  a  conversion  of  open  space  land  to  other 
purposes  only  where  HUD  finds  that  (1)  there  is  other  coaparable 
land  available  for  substitution;  (2)  it  is  needed  for  orderly 
growth  and  developaent;  and  (3)  it  is  in  accord  with  the 
coaprehensive  plan  for  the  urban  area. 
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— Section  705  of  the  Housing  Act  of  1961,  which  requires  prior 
approval  by  the  Secretary  of  the  Interior  before  open  space  land 
involving  historic  or  architectural  purposes  can  be  converted  for 
other  uses. 

—The  second  sentence  of  section  706  of  the  Housing  Act  of  1961, 
which  gives  the  HUD  Secretary  general  authority  to  deny  approval 
of  the  conversion  of  land  for  which  a  grant  was  nade  to  acquire 
interests  to  guide  future  urban  developnent. 


Digitized  by  CjOOQIC 


2G97 

TITLE  II  ^  BOOSUG  ASSISTAKE  nOOAHS 

ALLOCATIOlL  AID  OSE  OF  ASSISTED  BOOSING  AUTBOKITT 

The  Departa«nt*s  FT  19B3  Budget  for  Io«f-iseoae  bousias 
prograas  consists  of  the  foIIo«fing  aajor  ele— nts; 

—  $1.6  billioD  of  budget  authority  for  public  bousing 
■ooeroizatioD  under  the  Coaprehensive  laproveaent  Assistance 
Prograa  contained  in  section  14  of  the  Onited  States  Bousing  Act 
of  1937; 

—  10,000  units  of  Section  6  new  and  substantial 
rehabilitation  for  use  with  the  section  202  Bousing  for  the 
fclderly  or  handicapped  Prograa; 

—  106,615  units  under  the  new  Modified  Section  6  Existing 
housing  Assistance  Prograa  contained  in  section  202  of  this  Act, 
broken  down  as  follows: 

60,615  certificates  designated  for  the  conversion  of  units 
now  under  the  current  Existing  Housing  Prograa,  30,000 
certificates  estiaated  to  be  used  in  conjunction  with  the 
Rental  Rehabilitation  Prograa  proposed  in  section  101  of 
this  Act,  10,000  certificates  estiaated  to  be  used  with  the 
sale  of  HUD-held  properties  (Property  Disposition),  5,000 
certificates  to  be  available  to  the  tenants  of  those  public 
housing  units  to  be  sold  or  deaolished  during  the  fiscal 
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year,  1,000  certlfioates  to  be  available  for  those  Section  8 
New  Construction  contracts  that  are  not  renewed  at  the  end 
of  their  five-year  contract  term;  and 

--  the  conversion  of  5iOOO  units  of  Section  23  Leased 
Housing  to  the  present  Section  8  Existing  Program. 

Since  the  entire  program  for  fiscal  year  1983  is  proposed  to 
be  funded  through  recaptured  authority,  no  additional  authority 
under  section  5(c)  of  the  1937  Act  is  being  requested  for  that 
year.   In  order  to  implement  the  program,  however,  section  201 
would  repeal  section  213(d)  of  the  Housing  and  Community 
Development  Act  of  1974  and  section  5(c)(2)  and  (3)  of  the  1937 
Act. 

Section  213(d)  requires  HUD  to  allocate  housing  assistance 
on  the  basis  of  the  relative  needs  of  different  areas  and 
communities  so  far  as  practicable,  establishes  the  range  of 
allocations  for  nonmetropolitan  areas  at  not  less  than  20  nor 
more  than  25  percent  of  the  total  amount  of  such  assistance, 
limits  the  reallocation  of  funds  outside  States  in  which  they 
were  initially  allocated,  and  contains  the  15  percent 
Headquarters  Reserve.   Given  the  Department's  proposed  program 
for  fiscal  year  1983  and  beyond,  it  makes  little  sense  to  retain 
section  213(d).   That  section  specifically  exempts  Comprehensive 
Modernization  Assistance  from  its  coverage.  Moreover,  it  is 
inconsistent  with  the  proposed  uses  of  the  new  Section  8  Modified 
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Certifieat«  Frocras.  CoAversioas  of  sAlta  assisted  m^er  oUiar 
1937  Act  provialoAS  to  ^l»c  mmt   progrsK  mm^   provision  of 
assiatanca  la  eoaaactioa  ultti  t*a  Froparty  Oiapositioa  Protraa 
bear  ao  aecesaary  ralatlcAsUp  to  aa  araa*s  ralativa  aaad  or 
loeatioc;  alloeatioa  of  ■otfifiad  Seetioa  6  aasiataaee  for  vaa  la 
tb«  fcental  Bahabilitatioa  Frograa  would  b«  (OYoraad  by  a  separata 
allocation  process.  To  tlie  extent  aa  alloeatioa  aystes  is  aeeded 
for  the  relatiYCly  aaall  amber  of  seetioa  202  units,  an 
equitable  procedure  could  be  establiabed  adaiaistratiYely. 

Section  5(c)(2)  and  (3)  of  the  1937  Act  isposes.  aaong  other 
things,  percentage  limits  on  the  aaount  of  contract  authority 
which  can  be  used  for  new  and  substantially  rehabilitated  units 
as  opposed  to  existing  units  for  fiscal  years  1961  and  1982. 
These  provisions,  if  retained,  could  apply  to  recaptured  and/or 
carryover  funds  froa  those  years  which  are  proposed  to  be  used  to 
carry  out  the  1963  prograa.  Since  the  percentage  and  other 
requireaents  of  these  provisions  are  inconsistent  with  the 
Departaent's  1963  prograa,  they  should  be  repealed. 

MODIFIED  SECTlOk  6  EXISTING  BOOSING  ASSISTANCE  PROGRAM 

Section  202  would  aaend  Section  8  of  the  United  States 
Housing  Act  of  1937  to  create  a  new  eoaponent  under  the  Section  8 
Existing  Housing  Assistance  Prograa  intended  to  serve  as  the 
cornerstone  of  HDD's  future  assistance  to  needy  households. 
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These  aaendaents  draw  upon  HDD's  experienee  with  the 
Experiaental  Housing  Allowance  Prograa  (BHAP),  and  would  iaprove 
upon  the  present  Section  8  Existing  "Finder's  Keeper's"  prograa 
in  several  iaportant  respects.  Instead  of  providing  Baxiam  rant 
ceilings  based  upon  published  Fair  Harket  Rents  (FNS*s),  under 
the  BOdifioations  a  "payaent  atandard"  would  be  used,  bssed  on 
the  rental  cost  in  a  particular  area  of  aodestly  prieed  standard 
housing  of  various  sizes  and  types.  This  stsndard  would  be  used, 
in  coabination  with  appropriate  data  about  faaily  inooae,  to 
deteraine  the  Federal  subsidy  aaount  to  be  provided.  A  faaily 
would  be  peraitted  to  rent  above  the  payaent  standard  aaount,  but 
would  not  receive  additional  subsidy  when  it  did  so.  At  the  saae 
tiae,  a  family  also  would  be  peraitted  to  rent  below  the  psyaent 
standard  aaount  (provided  that  the  selected  unit  aet  prescribed 
housing  quality  standards)  without  reduction  of  the  subsidy 
aaount.  The  prograa  thus  contains  a  "shopper's  incentive"  whieh 
serves  both  to  contain  the  inflationary  iapact  on  rents  that  is 
experienced  in  the  current  prograa  and,  acre  iaportantly,  to 
permit  assisted  faailies  the  siailar  range  of  choice  between 
housing  and  other  needs  that  they  would  exercise  if  utiliaing 
only  their  own  aoney. 

The  absence  of  a  aaxiaua  rent  provision  would  have  several 
beneficial  effects: 
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—  Inoraaaad  ODPortunitias  for  fa«ili»«  to  iaproYa  thair 
^ouaing  and  nalghborhood»>  Although  houslBg  aarkets  ar*  ooaplax, 
in  general  the  priee  of  rental  housing  can  be  viewed  as  s 
oontinuua  refleoting  quslity  snd  loostion.  Thus,  the  present 
role  of  FMB's  severely  liaits  the  opportunities  faailies  have  to 
iaprove  their  housing  and  neighborhoods.  Vithout  a  rent  ceiling, 
faailies  would  be  able  to  ohoose  units  in  neighborhoods  with  less 
ooncentrstion  of  low-incoae  residents,  furthering  the  legislative 
goal  of  proaoting  eeonoaioally  aized  housing  and  the  Departaental 
goal  of  increased  opportunity  for  all  people  to  live  where  they 
choose . 

In  the  EHAP,  which  also  did  not  have  a  rent  ceiling  feature, 
over  half  of  the  participating  faailies  chose  units  above  the 
equivalent  of  FMB  and  paid  the  additional  cost  theaselves. 
Faailies  like  these,  who  are  willing  to  forego  other  consuaer 
iteas  in  order  to  live  in  better  units  or  in  better 
neighborhoods,  should  be  peraitted  to  do  so. 

—  Greater  eouitv  aaong  eligible  faailiea.   Hany  faailies 
are  now  living  in  housing  which  costs  acre  then  the  FNR  for 
Section  8  Existing  housing.  The  rent  ceiling  feature  excludes 
these  faailies  froa  participating  in  the  present  Section  8 
prograa,  ironically,  because  of  the  high  value  they  place  on 
housing.   (The  Section  8  Research  prograa  has  found  that  a  few 
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families  do  downgrade  their  housing  in  order  to  get  within  the 
FMR.) 

—  Easing  pressures  on  FHR»a.   In  the  EHAP,  rents  of  units 
followed  the  rents  in  the  narket  at  large.   In  the  Section  8 
Existing  Housing  Program,  however,  there  is  a  heavy  concentration 
of  rents  near  the  FHFt.  There  are  several  reasons  for  the 
concentration,  but  a  aajor  cause  is  the  search  for  units  in  the 
narrow  band  of  housing  Just  under  the  FMR.  Another  reason  is  the 
perception  that  if  a  unit  is  in  the  program  it  can  be  rented  at 
FHR,  even  if  it  was  previously  rented  below  it.   In  a  survey  of 
Section  8  landlords,  many  stated  that  they  raised  their  rents  to 
meet  the  FHh.   All  of  these  factors  have  the  effect  of  pushing 
rents  in  that  segment  of  the  market  up  to  FHH. 

Because  rents  are  pushed  up  to  FHh,  or  even  above  FMR*s  to 
the  maximum  exception  rent,  and  because  the  effect  of  the  ceiling 
is  to  exclude  units  above  this  limit  from  the  program,  the 
present  system  creates  constant  pressures  for  raising  FHh*s,  or 
for  authorizations  to  use  exception  rents. 

Comparisons  of  rent  changes  for  EHAP  and  Section  8  Existing 
Housing  Program  recipient  families  that  do  not  move  demonstrate 
the  difference  a  ceiling  makes.   These  families  in  Section  8 
experienced  an  increase  of  8  percent  in  rent.   In  EHAP,  without 
the  ceiling,  similar  families*  rents  increased  on  average  less 
than  2  percent. 
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Under  the  nev  prograa,   the  aonthly  •••iatanot  ptyMiit 
•Tailable  for  a  faaily  would  be  th«  aaount  by  whith  the  tPta*! 
payaent  standard  ezoaeded  301  of  tha  faaily *a  aonthly  adjuftttf 
inooae.     This  aaount  would  ba  control  lad  only  by  •  "ainiauB  fff?!" 
exception  providing  that  in  no  case  aay  tha  affifttfiff  p§fm$n%  b« 
■ore  than  the  aaount  by  vhioh  the  aotual  rant  for  thf  dvflling 
unit  (including  aaouota  sllowad  for  saparataly  m€i9r94  utiliiiff) 
exceeds  the  bigbar  of  (1)   lOf  of  tba  faaily «s  inaoaa  or  (2)  tHo 
portion  of  any  valfara  sssiatanoa  payaant  vliiob  i«  tfpooifiof llf 
designatad  to  aaot  boosing  costs. 

For  oxsapla,   ssswat  s  pay— nt  stsntfsr^  of  $yOO  Bn4  •  f^miif 
with  an  stfj«st«tf  aootMy  iseoaa  of  $400.     P€4m€ting  $120  (t0%  0f 
adjustod  Ineoaa)  froa  tiM  p^yaast  stos^srtf  woal4  pr0¥i44  i#o 
faaily  vlt*  a  aaxiMS  »mmi4f  of  $100  s  a^ittH  C$|OO^I20Nr$lO^>. 
Tbls  $106  aoKlJ  aa  t*c  sce«sl  aattal^y  f«yat#(^  lyliji  e#o 
■at -la—  rex^*  «ao^i«c  «I«i«o  is  tfto  fayao^  oe#ft'«#ri#  f4'#»irlo 
prooaaat  a  l^n.r  ri^ura.     F«r  Mwa^lit^  siasaaw  ^OO^  U#  faaiif^o 
(sraas>  isMaa  ia  $*r^J»  a  awreit^  »t4  ^«at  ifts  raae  ^imUtH^ 
■tilltiaa  faitf  sy  to*  e«swff(  •  f«r  t»a  fm^%if^0  laKOOf  ati4^  $# 
022K  a  anzCtfL.     SM^trv^^i^  ^itU^  ^  tm^  fm^t0*m  Ut^uwm  *$m^A^ 
tram  amis,  TvrH  wm:^  ^^aai^^  in  #  f1l4Baf^<9  4if  %^t^^ 
eO^S-^a^.^XsS''"^^  .     $d«$i#  t>f^  ^  JSMO  5«0«  ^«0  OMI#0^ 

?«aiM»  taa  auttiarikiir  -     -Vr  ^^i—  'P(>Mrr  f.arc<^  #  i,^;^  #  #^fi^  ^#fi(  im^^ 
wll  rur  ta»  ia*.-^-'^  ^rm^i^j^f^^  -<•?  <>«#  ^«^^  0'»|i1'  M«0$4W  #^o^fy^ 
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Blnoe  the  BinlBUB  rent  o«loulstion  at  that  laval  ($230-$17.50) 
would  aqual  $183*50,  arid  thus  the  payaent  standard  oaloulation, 
and  not  the  ainlauB  rent,  would  govern.  In  either  of  these 
caaes,  as  is  evident,  it  takes  the  selection  of  a  unit  whose 
actual  rent  is  aubatantially  below  the  paysent  atandard  before 
the  Biniaua  rent  provision  beooaes  applicable. 

Generally,  faailies  paying  ifi£A  than  the  payaent  standard 
for  rent  will  contribute  acre  than  30%   of  their  adjuated  inooae 
to  the  gross  cost  of  housing  ohosen  by  thea.  On  the  other  hand, 
to  the  extent  that  a  faaily  chooses  housing  at  a  cost  IttifiM  the 
payaent  standard,  the  faaily *s  contribution  will  be  reduced. 

But  a  household  which  rents  a  unit  below  the  payaent 
standard  would  not  have  its  aubaidv  reduced.  The  tenant  would  be 
able  to  keep  all  savings  in  connection  with  finding  sn  acceptable 
unit  at  a  cost  below  the  aaount  of  the  subsidy  plus  the  faaily *s 
rent  contribution.  The  proposal  would  thus  provide  the  household 
with  s  strong  incentive  not  to  pay  acre  for  a  unit  than  its 
aarket  value.  This  "shopper's  incentive^  would,  of  course,  be 
subject  to  and  liaited  by  the  ainiaua  rent  provision. 

The  prograa  would  be  adainistered  by  the  public  housing 
agencies  which  currently  adainister  the  Section  8  Existing 
Housing  Program.  These  sgencies  include  locsl  housing, 
authorities  which  slso  own  public  housing  units,  as  well  as  State 
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Bd  a  sHfev^  «r  «tft«r  loni  pAZi* 

L«B  itltft  liiiiiMiii  St  or  tolM  SOS  oT  arM  i«Hm  faailj 
Ld  — nttn—  ta  racalw  ■— t»fw  witll  Mtk 
tlflB  as  inoflaa  Imi'iaMif  ta  tfta  polat  afeara  tfea  — fcatty  vbs  aara 
or  aotll  tlia  and  of  tfta  ammal  t^irr::.*i:;'::*ir^3  eaotraet  tars, 
aliiolMvap  c^aa  flrat.     Bovavap,  as  iapartast  aasaptlas  la 
provldBd  fter  fiBillaa  aaica  aara  pravloaaXy  raaalvtoc  aaatataaca 
oBdar  tiia  Iteltad  Stataa  BaaTlti  Act  ef  t^TT.     A  faailj  aftaai 
aaalataoea  la  balac  coovartad  ta  tfta  aaa  yrasraa  fk^as  iMathir 
Saetlos  8  procraa,  ar  a  tmmllT  Is  paftlXc  fctwatic  afcaaa  aalt  la 
aeiiadttlad  ta  Wm  dfiTlilMit.,   coaltf  ^aallfy  far  aaaiatasea  «rdar 
tJw  saw  procraB  aiaa  taooi^  faallj  lacoaa  aaa  afeora  59%  of 
aadlaa,   aaaad  as  tB«  faallj *a  yrarloaa  «aalincatloa  for 
aaaistasca  asdar  t^a  let. 

raalllaa  faallfyiac  for  aaaiataaaa  aadar  tMm  pracraa  alll  to 
aaia  ta  aalaet  kaaaiac  froa  ■■B-tg  tka  azlatl9«  prlvata  rastal 
stoelE.      Is  aoaa  eircaHataao^  (far  asaatpla,   ia  t^a  laatal 
BaaafelUtatlos  Procraa)  t^a  raaily*a  raealpt  af  a  eartlfleata  aay 
aa  aaaed  apos  ita  oecapaacy  af  a  partiealar  baaatas  aait  abiaft  la 
balsf  aptrad«d  or  r«ka»illt«^«^  vltto  Fadaral  aaaiataaaa.     Othara 
aay  racalva  a  eartlfleata  baaad  as  tbalr  aeeapaaey  af  a  aalt   la  a 
foraarly  asalatad  pro,}aet  that  BUD  liaa  had  ta  aeqalra  aad  raaall. 
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In  such  circuBStanceB,  th«  faaily  aay  b«  w«1oob«  to  oontinu*  to 
occupy  the  saae  unit,  receiving  the  benefit  of  the  oortifioate 
and  its  subsidy.  However,  such  a  faaily  would  not  be  required  to 
occupy  that  unit  as  a  condition  to  the  receipt  of  its 
certificate.  The  certificate  could  be  used  in  connection  with 
that  unit,  or  for  any  other  standard  unit  the  faaily  chooses. 

The  unit  selected  by  the  faaily  would  be  subject  to  an 
initial  inspection  to  assure  thst  it  set  housing  quality 
standsrds  established  by  the  Secretary,  before  any  subsidy 
assistance  could  be  provided  under  the  prograa.  Subsequent 
inspections  would  be  aade  at  least  annually  to  assure  that  the 
unit  continues  to  aeet  such  standards;  otherwise  the  subsidy 
would  be  discontinued  unless  the  faaily  aoved  or  the  owner  agreed 
to  make  necessary  repairs. 

The  specific  aaendaents  to  section  8  proposed  to  iapleaent 
these  modifications  involve  several  steps.  First,  sn  aaendaent 
to  section  8(b)  of  the  United  States  Housing  lot  of  1937  is 
proposed  to  perait,  under  Annual  Contributions  Contraots  (ACC*s) 
executed  after  enactment  of  the  Housing  and  Coaaunity  Developaent 
Aaendaents  of  1982,  assistanoe  oontraots  using  the  new  psyaent 
standard  for  faaily-seleoted  existing  housing.  It  is  anticipated 
that  all  new  ACC*s  providing  Section  8  Existing  Housing  subsidies 
after  Fiscal  Tear  1982  will  be  under  the  aodified  progrsa*  azeept 
for  "project-based"  Existing  Housing  subsidies  in  conneetion  with 
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aspects  sT  ttat  ■■tfcsrlty  fsPMrly  r*wrsl-ia^  is  ssdiM  •«>  lift^ 
toMS  Mrsetf  istc   nfctictlti   fe^  ss  «r11.     Tkss,  sifts^eti«i  C«^ 
woBld  dss^-ito  f«t%i—  «l«acsts  «ftilefe  partals  to  ssslstssco 
eostracts  bss««  epos  a  ■ai^—  meattlj  roat,  i*41o  aiftaaetioa 
(d),   eoa;l«t«lj  roTlsetf.  voiiltf  tfaserlto  t*o  mm  ooa^oaoat  of  tlio 
SectioB  8  Exlstific  »OB»*i*g  Assistaaeo  Froiraa. 

Froposod  soctioa  6(c)(6>   Cofe^iofe  feoo  tko  som  4oaicaatl«a 
under  corrost  law)  feaa  Ooos  i— "ndtd  to  clarify  tiMt  tlia 
ra^nlrcac^ts  of  that  paracrapt;  apply  oaly  to  aawly  eoastrwctad  or 
au^taotlallT  robabllitatod  soetioe  8  Mlts.     llils  aaa  la  fact 
tb«  orlgiaal  latest  of  tbe  proTlsloa,   as  atde  clear  by  t^e 
Coafereoee  Beport  oa  tbe  Booslag  and  fn— unity  Developaeat 
Aaendaeota  of  1981. 

Propoaed  aev  aotoeetloa  (d)(1>  roqulras  tbe  Seeretary  to 
establish  paya»nt  staodarda  (baaed  oa  dvelllac  also  and  type)  for 
different  aarket  areaa,   and  atates  that  theae  ataaderda  shall  bo 
used  to  deteralne  tbe  aazlwia  aonthly  asslstaaoe  whleh  aay  bo 
paid  for  any  faally.     Payaeat  atandard  levela  aball  be  doalfned 
so  aa  to  aaslst  faallloa  In  aecurlac  decent,  aafe  and  aanltary 
bousing,   while  providing  aaslstsnce  to  the  graateat  possible 
nuaber  of  f sallies. 
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Payaent  standards  (and  fair  aarkat  rants  in  saction  8(0)  aa 
proposed  to  be  revised)  are  required  to  be  published  in  the 
Federal  Register.  However,  the  proposal  would  not  aaka  the 
determination  of  these  aaounts  a  "ruleaaking."  Vhile  the 
Department  aay  well  find  it  necessary  to  consult  with  the  publio 
concerning  the  appropriate  level  of  FHR*s  and  payment  standards, 
these  are  essentially  fact-based  determinations  whioh  should  be 
adjustable  as  appropriate  to  meet  economic  exigencies,  rather 
than  being  subject  to  the  delays  occasioned  by  publioation  for 
comment. 

Proposed  revised  section  8(d)(2)  sets  out  the  basic  formula 
for  determining  the  assistance  to  be  made  available  for  a  family 
renting  a  unit  under  the  modified  program.  The  formula  providaa 
that  the  monthly  assistance  payment  shall  be  the  amount  by  whioh 
the  (local)  payment  standard  exceeds  30S  of  the  family's  monthly 
adjusted  income.  However,  this  formula  is  subject  to  a  "minimum 
rent**  exception.  The  assistance  payment  amount  ilAfi  may  not 
exceed  the  amount  by  whioh  the  actual  rental  cost  (rant  to  the 
owner  plus  allowances  for  utilities  paid  directly  by  the  tanant« 
if  any)  exceeds  the  greater  of  10$  of  family  income  or  walfara 
rent.  Thus,  the  minimum  rent  exception  places  a  cap  on  the 
assistance  payment  and  assures  that  a  significant  contribution 
toward  the  cost  of  the  dwelling  is  made  by  the  assisted  fsaily. 
Finally,  the  provision  limits  the  mazimua  amount  of  the  monthly 
assistance  payment  for  any  family  to  the  amount  by  which  the 
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payunt  standard  axoaada  30$  of  tha  faaily'a  Bonthly  adjuatad 
inooaa  at  tba  tise  it  antara  tba  prograa.  Thia  faatura  i» 
intendad  to  aaaura  that  availabla  oontraot  authority  will  ba 
adequata  to  provide  aaaiatanoa  to  tba  faaily  for  tba  duration  of 
tbe  fiva-yaar  ACC  tara.  Faailiea  reeeiTing  aaaiatanoa  un49r   tba 
■odifiad  prograa  will  also  be  able  to  aove  to  otbar  araaa— avan 
other  States — and  retain  tbeir  right  to  reoeive  bouaing 
aaaistanee  under  tbe  prograa.  but  tba  asount  of  aaaistanae 
available  to  a  faaily  aaking  such  a  aove  would  oontinue  to  ba 
limited  to  tbe  saount  by  wbicb  tbe  payaent  standard  exeeedad  J0% 
of  tbe  faaily's  aontbly  adjusted  ioeoae  st  tbe  tiae  tbe  fsaily 
first  raeeived  sssistssee. 

Proposed  revised  see.  8(d)(3)  provides  that  only  faailles 
deteralned  to  be  very  low^iseoae  (i.e.,  at  or   below  M>f  of   ares 
aedlan)  aey  iiuallfy  for  sssistssee  wader  tbe  aodifled  progrsa, 
unless  tbe  f sally  bad  bees  previously  reeeiving  sssistssee  under 
tbe  Dnlted  States  MoBslAg  Aet  of   iy3T.  froforomoo   Is  required  to 
be  given  to  f sallies  wblet,  st  tbe  tlae  tbey  oro   seeiciec 
asslstsoee,  eeeupy  substesdsrd  bowsing,  mro   invoXwetsrlly 
displaced,  or  mr^   paying  aore  tfkss  ^jf   of  faally  Inee^e  f^>r   root. 
Tbe  first  Xmc   of  taeae  fr^oro'^in^   criteria  are  slread/  lael^i^ded 
in  tbe  Belted  States  fieaslsg  A<rt  iff   n^^  tbe  ^4f%   of  U>%^mm   for 
rest  pref eresee  erlterloc  Is  prv^ooot  firr   »##ltlaf.  as  s  aew 
statwtory  prefereaee.  Is  rec<;^ltl««  e^  tee  fset  tb#t  re<it  bwrdea 
is  a  fweXar   tc  ae  eosi^lderetf  Ic  ^ete^»^c^l«g  tec^e  Ic  aee<  of 
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housing  assistance.  Administrative  action  to  add  the  new 
preference  category  to  t^e  public  housing  and  section  8(e) 
preference  criteria  is  being  undertaken  by  regulation. 

However,  proposed  subsection  (d)(4)  would  authorize  the 
Secretary  to  override  the  nornally  applicable  preference  criteria 
in  order  to  use  annual  contributions  contract  authority  for 
special  purposes.   Thus,  the  Secretary  under  the  modified  prograa 
could  use  certificates  for  (1)  families  who  previously  were 
assisted  under  the  public  housing  or  present  Section  8  program, 
(2)  eligible  families  occupying  units  in  formerly  assisted 
projects  acquired  by  the  Secretary,  or  (3)  families  in  units 
being  rehabilitated  under  the  proposed  Rental  Rehabilitation 
Program. 

Subsection  (d)(5)  provides  a  rule  applicable  to  so-called 
"vacancy  payments"  in  the  modified  program.   Payments  for  vacant 
units  would  be  limited  to  the  month  during  which  the  tenant 
leaves  the  unit. 

Unoer  subsection  (d)(6),  assistance  payment  contracts  under 
the  modified  program  would  be  limited  to  a  term  of  five  years  or 
less.   PhA's  would  be  required  to  inspect  a  unit  selected  for 
occupancy  by  a  family  holding  a  certificate,  to  determine  that 
the  unit  met  housing  quality  standards  set  by  HUD  before  any 
assistance  payment  could  be  made.   Thereafter,  the  contract  would 
require  annual  or  more  frequent  housing  quality  standard 
inspections  by  the  PHA  curing  the  contract  term.   If  a  dwelling 


Digitized  by  CjOOQIC 


2711 


unit  failed  inspection,  no  assistance  payaent  could  ba  aade 
unless  the  failure  was  proaptly  corrected  and  the  PHA  verified 
the  correction. 

Section  8(j)  of  the  United  States  Housing  Act  of  1937 » 
authorizing  special  terms  and  conditions  for  section  8  assistance 
to  families  renting  nanufactured  hoaes  and  spaces  or  Manufactured 
home  spaces,  is  also  revised  to  accoffloodate  a  certificate  prograa 
for  such  units. 

AMLNDHENTS  AFFECTING  TENANT  BENTS  OR  CONTRIBUTIONS 

Section  203  proposes  certain  changes  in  the  1937  Act  and  in 
the  gradual  iDpleoentation  provisions  of  the  Omnibus  Budget 
Reconciliation  Act  of  1981  occasioned  by  the  proposed  modified 
certificate  program  amendments  contained  in  Section  202  of  this 
bill.   The  requirement  for  annual  review  of  family  income  has 
been  moved  from  section  8(c)(3)  to  section  3(a)  of  the  Act,  to 
make  the  same  annual  recertification  requirement  applicable  to 
both  the  present  Section  8  authorities  and  the  new  modified 
Section  b   program. 

The  rent  payment  formula  in  section  3(a)  of  the  Act  is 
revised  to  provide  that  the  3(a)  formula  does  not  apply  to 
"rents"  paid  by  certificate  holders  under  the  modified  Section  8 
Existing  Housing  Program.   (A  similar,  but  not  identical  formula 
for  determining  assistance  levels  under  the  modified  program  is 
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set  out  separately  in  s  proposed  revised  section  8(d)(2)  of  tho 
1937  Act.)  Certificate  (lolders  under  the  aodified  progrsa  will 
pay  "rent"  at  levels  higher  or  lower  than  those  provided  for  in 
3(a),  depending  upon  the  price  of  housing  selected  by  those 
faailies  and  the  aaount  of  subsidy  produced  by  application  of  the 
payaent  standard  foraula. 

Section  3(b)  of  the  Act  is  proposed  to  be  aaended  to  olerify 
that  the  Secretary  aay  establish  incoae  ceilings  higher  or  lower 
than  50}  of  aedian  on  the  basis  of  the  Secretary's  findings  that 
such  variations  are  necessary  because  of  unusually  high  or  low 
faaily  incoaes.  The  Secretary  already  has  this  adjustaent 
authority  for  establishing  incoae  ceilings  higher  or  lower  than 
80}  of  aedian,  and  coaparable  authority  at  50}  of  aedian  is 
appropriate,  especially  in  light  of  the  continued  shift  of 
eaphasis  toward  assistance  for  very  low-incoae  faailies. 

Section  322(i)  of  the  Oanibus  Budget  Reconciliation  Aot  of 
1981  gives  the  Secretary  discretion  to  provide  for  the  gradual 
phase-in  of  the  rent  increases  (froa  25  to  30  percent  of  adjusted 
income)  enacted  last  year  for  tenants  receiving  assistance  when 
that  Act  was  enacted.  Rent  increases  resulting  froa  this 
phase-in  and  froa  changes  in  Federal  laws  dealing  with  what 
benefits  can  be  "counted"  as  incoae  for  housing  assistanee 
purposes  are  liaited  by  this  provision  to  10  percent  a  year. 

Subsection  (c)  of  this  section  would  aaend  section  322(i), 
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first,  to  provide  also  for  ths  grsdusl  phsss-io  of  roat  itt«rsss«s 
caussd  by  tbs  sliift  to  s  psyaent  stsodsrd-bsssd  sodif iod 
osrtifiests  progrsa,  sososd*  to  oztssd  tbs  grsdosl  ptoso-is 
fsstiars  of  tbo  1961  4ct  to  tsosots  oceupyisc  sssistod  kousisg  9% 
or  boforo  tbo  tias  rsgvlstioos  i«;it±c  .  ,.r.^  tHo  aodifiod 
e«rtifiest«  prograa  boooas  sffoetivo,  sod  tbird,  to  rsiso  tbo 
aobual  peresstsgo  liait  oo  rent  isorssses  froa  10  porooot  to  ZQ 
poresAt. 

Tb«  aasboaofits  Mould  roquire  tbo  Socrotsry  to  sssuro  tbot  so 
fsaily  assisted  st  tbc  tiaa  tbe  aodifisd  eortifiesto  sassdMats 
are  impleaested  woe Id  experience  as  iaeresse  is  root  cr 
eofitribvtioc,  as  4;:;^r^ria^* .  greater  tbao  20  pereest  is  soy 
12-«ofits  perioc,  if  tbst  iAcrease  Mere  attributable  to  <1> 
percest«ge-«f<HL£««*t  increases  aa&dated  by  the  OsBibiis  budget 
*e««««ill**iot  Act  of  19^1;  {2)   modified  certificate  prograa 
aaeodae&ts  tx.   tsis  bill  aad  (3)  aoy  other  provisicc  of  Federal 
laM  reoefifiifig  saich  govemsrefital  beocfits  mr^   required  or 
perKitt«tf  to  be  cofisidereo  as  iceoae.  Aoy  eoabioatioc  of  these 
factors — wnisf;  Mwld  otherwise  cause  a  faaily's  statutory 
oobtrlbutajofe  toward  the  eoet  of  assisted  hoasif*  to  ijacraase  by 
acre  taa&  21   percest  a  year— woulc  be  Xiaited  to  2C  ^^rti^ot   per 
yaar,  a&til  the  full  effect  of  the  (19^1  aad  ^9S2)  ao^fidaoats  Is 
reallxec.  1l  sdsitio&,  the  aaefitiaasts  aaiad  apply  19^1  aad  1^2 
graoual  ia9>leasfitatio&  provisioos  to  t^e  'deteraifiatloo  of  a 
faaily's  eosftri.t>iiti.ot  uboer  the  ae*  aoflified  certificate  prograa. 


9>-2i£    C    -   e:    -    36 
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Tenants  who  w«r«  not  oooupying  assisted  housing  st  tha  tiaa 
tha  Bodifiad  cartifioata.aaandBanta  ara  iaplaaantad  would  bm 
aubjaot  to  iaaadiata  rant  payaant  or  contribution  dataminations 
in  aooordanoa  with  applioabla  law,  with  no  "phaaa  in".  Howavar, 
any  auoh  tenant  who  was  occupying  assisted  housing  at  tha  tiae  of 
a  (future)  ohange  in  Federal  law  redefining  which  goTernaental 
benefits  ara  required  to  or  aay  be  considered  ss  inooae  would 
have  the  effect  of  such  a  change  in  law  limited  by  a  20  percent 
inoreaae  cap. 

INCREASED  AUTHORITY  FOR  PAYMENTS  FOR  OPERATION  OF  LOVER  INCOME 
HOUSING  PROJECTS 

Section  204  would  amend  section  9(c)  of  tha  United  States 
Housing  Act  of  1937  to  authorize  appropriations  for  payments  for 
operation  of  low-income  housing  projects  of  not  to  exceed 
$1t075tOOO,000  for  the  fiscal  year  beginning  on  October  1,  1982, 
and  such  sums  as  may  be  neceasary  for  the  fiscsl  yesr  beginning 
on  October  1,  1983- 

The  1983  estimate  reflecta  adjustments  in  operating 
aubsidias  based  on  proposed  procedural  and  regulatory  ohangea 
affecting  tenant  rent  payments  and  PHA  operations,  more  efficient 
PHA  management,  increaaed  support  snticipated  to  be  provided  by 
State  and  local  governments  end  snticipated  aavings  which  ara 
eatimatad  to  reault  from  ongoing  afforta  to  improve  tha  energy 
efficiency  of  public  hcuaing  projacta.  Included  in  the 
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assistance  for  deaolition  of  unusable  public  housing  projects 
without  regard  to  the  general  application  requiresents 
pertaining  to  section  lM(b)  funding,  in  sinilar  fashion  as 
applications  for  funding  of  special  purpose  needs  under 
section  1M(i).   The  general  application  requirenents,  which 
relate  to  planning  and  management,  have  little  relevance  to 
applications  exclusively  for  demolition  of  such  housing.   An 
application  for  such  funding  is  more  closely  analogous  to  a 
recognized  special  purpose  needs  application,  and  should  be 
handled  in  the  same  manner.  Applications  which  include 
partial  demolition  incident  to  the  rehabilitation  of  other 
remaining  units  would  still  be  subject  to  the  general 
application  requirements  for  funding  of  applications  under 
section  1M(b). 

The  proposal  would  not  continue  section  1t(f)*s 
requirement  that  PHA*s  undertake  timely  replacement  of  units 
demolished.   This  requirement  could  result,  if  continued,  in 
costly  operation  of  clearly  obsolete  projects  or  parts  of 
projects  solely  because  there  are  insufficient  resources 
available  to  provide  replacement  units.   Use  of  the  section 
6(f)  criteria  for  funding  eligibility  would  assure  that 
demolition  decisions  are  made  on  the  basis  of  the  condition  of 
the  project  in  question.  At  the  time  applications  are 
approved,  the  Secretary  would  be  required  to  determine  that 
decent,  safe,  sanitary  and  affordable  relocation  housing  was 
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available,  as  under  the  current  section  It.  In  order  to 
protect  tenants  displaced  by  demolition,  HUD  would  be 
authorized  to  make  available  Modified  Section  8  Housing 
Certificates  for  them.  A  total  of  5,000  Modified  Section  8 
Existing  Housing  Certificates  are  budgeted  in  fiscal  year  1983 
for  tenants  of  public  housing  units  that  are  sold  or 
demolished. 

PURCHASE  OF  PHA  OBLIGATIONS 

Section  206  would  repeal  section  329£  of  the  Omnibus  Budget 
heconciliation  Act  of  1981.   That  provision  places  an  aggregate  limit 
of  $400  million  on  the  amount  of  contracts  HUD  can  enter  into  for 
payments  to  the  Federal  Financing  Bank  (FFB),  after  October  1,  1981, 
to  cover  the  difference  between  tax-exempt  rates  of  public  housing 
obligations  purchased  by  the  Bank  and  the  higher  cost  to  the  Bank  of 
financing  such  purchases  with  funds  it  borrows  at  taxable  rates.  The 
authorized  amounts  would  be  adequate  for  the  financing  through  the  FFB 
of  only  $276  million  in  public  housing  authority  obligations.   In 
contrast,  about  $1.2  billion  of  new  loan  approvals  will  be  made  in 
each  of  fiscal  years  1982  and  1983*  which  will  require  financing  in 
the  short-term  tax-exempt  market  by  FY  1985.   In  addition,  $17.1 
billion  of  short-term  notes  will  be  sold  on  the  private  market  in 
1982.   This  total  includes  the  rollover  of  previous  short-term 
financing,  some  of  which  may  be  rolled-over  several  times  during  the 
year. 
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This  provision  unduly  restricts  HUD*s  ability  to  oontinu*  us«  of 
the  FFB  as  a  finanoing  aaebanisa  for  public  bousiof  oblifations.  Tba 
Bank  offers  a  aeans  of  providing  peraanent  finanoing  for  tbe 
obligations  on  a  taxable,  rather  than  a  tax  exeapt,  basis.  Tbe  Halt 
contained  in  the  Reconciliation  Act  would  force  HUD  to  finanoe  a  large 
portion  of  public  housing  debt  through  either  the  costly  and  unoertain 
aechaniSD  of  short-tera,  tax-exeapt  notes  or  the  sale  of  long-tera, 
tax-exeapt  bonds  on  the  private  aarket.  The  Adainistration  generally 
opposes  use  of  tax-exempt  financing  because  of  the  bidden  and 
significant  revenues  foregone  through  use  of  this  aechanisa. 

The  repeal  of  section  329E  would  return  HUD  to  the  position  of 
being  able  to  rely  on  the  authority  of  the  Federal  Financing  Bank  Act 
of  1973  for  the  use  of  the  Bank  for  public  housing  financing.  As  in 
the  past,  the  voluae  of  financing  would  be  controlled  through  HUD*s 
appropriation  Act. 

OPERATING  ASSISTANCE  FOR  TROUBLED  NULTIFAHILT  HOUSING  PROJECTS 

Section  207(a)  would  aaend  section  201  of  the  Housing  and 
CoDBunity  Developaent  Aaendaents  of  1978  to  delete  the  Secretary's 
discretionary  authority  to  provide  operating  subsidies  under  section 
201  to  troubled  aultif sally  housing  projects  which,  though 
HUD-assisted,  are  not  covered  by  a  aortgage  which  is  insured  or  was 
foraerly  insured  under  the  National  Housing  Act.  Under  existing 
section  201(c)(1)(A),  projects  which  are  assisted  under  the  section 
236  prograa  of  the  National  Housing  Act  or  the  rent  suppleaent  prograa 
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of  tb«  Bousing  and  Drban  DeT^lopaent  Act  of  196S  arc  •Iltibl*  for 
•ssi8t«ne«»  •v«n  if  not  eov«r«il  by  a  Bortgasa  insurad  uadar  tba 
National  Housing  Act. 

This  proposal  would  rastora  tha  oovaraga  of  tba  *troublad 
projaets"  prograa  to  tbat  originally  proposad  by  tha  Dapartaant  in 
1978.  It  would  parait  acarea  raaoureaa  to  ba  diraotad  toward  insurad 
projaets  so  as  to  pravant  aortgaga  >5signs«ata  and  foraoloauraa  and 
Bitigata  otberwisa  potantially  azcassiva  lossaa  raaulting  froa 
insuranoa  olaias,  as  wall  as  to  avoid  substantial  rant  incraaaaa  and 
physical  datarioration  in  HOD-assisted  projaets  for  which  tha 
Dapartaant  has  a  diraet  rasponsibility.   Rasponsibility  for  furtbar 
assistance  to  projaets  which  ara  not  insurad  by  HUD  should  ba  borna  by 
State  and  local  governaant. 

The  aaendaent  also  would  have  the  effect  of  liaiting  tha 
requireaants  of  section  202  of  tha  Housing  and  Coaaunity  Devalopaant 
Aaandaents  of  1978  to  HUD-insurad  projects.  Section  202  raquiraa  tha 
Secretary  to  aasure,  aaong  other  things,  that  tenants  of  projects 
eligible  for  troubled  projects  funding  have  a  chance  to  participate  in 
certain  project  aanageaent  decisions  and  are  peraitted  to  organiae 
tenant  associations  to  represent  tenant  interests. 

Extension  of  these  requireaents  to  State-aided,  uninsured 
projects  appears  to  have  been  unintentional.  The  Senate  provision 
froa  which  section  202  was  drawn  applied  only  to  HUD-insured  projects. 
The  conference  report  indicates  that  tha  Senate  provision  was  adopted. 
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with  an  ABendaent  to  "oonfora"  its  coverage  to  that  of  the  troubled 
projects  program.  Researob  has  indicated  no  conscious  intent  to  apply 
section  202*8  provisions  to  State-aided  projects.  The  Departaent 
believes  that  the  proposed  change  is  appropriate,. ainoe  the 
relationship  between  the  responsible  State  agencies  and  tenanta  of 
State-aided  projects  should  be  a  aatter  for  these  part^ies  to  work 
through  without  Federal  intervention. 

Section  207(b)  would  aaend  section  236(f)(3)  of  the  National 
Housing  Act  to  extend  through ' September  30 •  1984  the  period  during 
which  asounts  in  the  section  236  rental  housing  assistance  fund  may  be 
approved  in  appropriation  Acts  for  use  in  the  Troubled  Projects 
Prograa.  Existing  law  subjects  the  asking  of  payaents  froa  the  fund 
to  approval  in  an  appropriation  Act,  and  prohibits  any  aaount  froa 
being  so  approved  for  any  fiscal  year  beginning  after  Septeaber  30. 
1982. 

This  proposed  aaendaent  is  necessary  to  perait  aaounts  in  the 
rental  housing  assistance  fund  to  be  used  for  the  troubled  Projeots 
Prograa  during  fiscal  years  1983  and  198M.  The  Departaent  intends  to 
request  approval,  in  the  HUD  appropriation  Act  for  fiscal  year  1983t 
to  use  the  |2t  million  expected  to  be  received  in  the  rental  housing 
assistance  fund  during  that  year. 

HOUSING  FOR  THE  ELDERLY  AND  HANDICAPPED 

Section  208  would  aaend  seotion  202(d)(2)(B)  of  the  Housing  Aot 
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TITLE  III  —  PROGRAH  AHENDHENTS  AND  BXTENSIONS 

EXTENSION  OF  FEDERAL  HOUSING  ADHINISTRATION 
MORTGAGE  INSURANCE  PROGRAMS 

Section  301  of  the  bill  would  extend  for  two  years  (through 
September  30,  198M)  the  authority  of  the  Secretary  of  Houaing  and 
Urban  Developsent  to  insure  aortgages  or  losns  under  oertsin 
HUD-FHA  Bortgage  or  loan  insurance  progress  oontained  in  the 
National  Housing  Aot.  A  one-year  extension  is  proposed  for  the 
section  235  prograa  of  hoaeownership  for  lower  incoae  faailies. 

Under  existing  law,  the  authority  of  the  Seoretary  of 
Housing  snd  Urban  Developaent  to  insure  aortgages  and  loans  under 
these  programs  will  expire  on  Septeaber  30 »  1982,  After  that 
date,  the  Seoretary  aay  not  insure  aortgages  or  loans  under  soy 
of  the  aajor  HUD-FHA  insuring  authorities  contained  in  the 
National  Housing  Act,  except  pursuant  to  a  ooaaitaent  to  insure 
issued  before  that  date. 

Insuring  authorities  whioh  will  expire  on  Septeaber  30 »  1982 
and  are  proposed  for  two-year  extension  include  those  for  the 
following  HUD-FHA  aortgage  or  loan  insurance  prograas:  title  I-  - 
property  iaprovesent  and  aanufactured  hoae  loan  inauranoe; 
section  203  -  basic  home  aortgage  insurance;  section  207  -  rental 
housing  insurance;  section  213  -  cooperative  housing  inauranoe; 
section  220  -  rehabilitation  and  neighborhood  conservation 
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the  Housing  and  CoBBunity  Davalopaent  AB«DdB«nt8  of  1981  and  in 
tho  International  Banking  Paoility  Dapoait  Inauranoa  Aot  (Publie 
Law  97-110,  approved  Daoeabar  26,  1981)  provided  apaoial 
instructions  regarding  the  Secretary 'a  authority  to  enter  into 
new  contracts  for  assistance  payaents  in  connection  with  aection 
235  Bortgages. 

First,  the  Secretary  Bay  not  enter  into  new  asaiatanoe 
paynenta  contracts  after  Harch  31 t  1982,  except  purauant  to  a 
fira  ooBBitBcnt  (i.e.,  an  inaurance  ooBBitBent)  isaued  on  or 
before  that  date. 

However,  an  exception  to  the  Harch  31 t  1982  fira  eoBBitaent 
cutoff  date  is  provided  for  "other"  ooBBitBenta  which  were 
"issued  by  the  Secretary  prior  to  June  30,  1981,  reaerving  funda 
for  housing  to  be  assisted  under  [section  23S1  where  aueh  bouaing 
is  included  in  [an  Urban  DevelopBent  Action  Grant  project] •* 

Finally,  Public  Law  97-110  provided  atill  another  exception 
to  the  Harch  31  fira  ooBsitBent  cutoff  date  for  "other" 
coBBitBonta  which  Beet  all  the  following  criteria: 

—  issued  on  or  before  SepteBber  30,  1981; 

—  involve  section  235  houaing  to  be  developed  on  land 
which  was  Bunicipally  owned  on  that  date;  and 

—  involve  a  local  governBcnt  contributing  at  leaat 
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$1000  per  unit  froa  CDBG  funds  and  $2000  p«r  unit 
of  additional  funds  to  assist  the  section  235 
housing. 

Section  235(h)(1),  whioh  governs  section  235  assistance 
payaents,  goes  on  to  provide  that  "in  no  event  may  the  Secretary 
enter  into  any  new  contract  for  assistance  payaents. . .after 
Septenber  30,  1983." 

It  is  unclear  that  all  categories  of  persons  seeking 
assistance  paynents  contracts  described  in  section  235(h)(1)  of 
the  Act  will  have  adequate  opportunity  to  secure  firm  ooBaitaents 
for  insurance  before  September  30,  1982  —  the  current  law*s 
expiration  date  for  insurance  under  section  235(b).  Since 
section  235(b)  only  authorises  insurance  after  Sep^eaber  30,  1982 
pursuant  to  coDBitaents  to  insure  aade  before  that  date,  some  of 
the  persons  sought  to  be  assisted  by  the  above-discussed  section 
235(h)  "saving"  provisions  aight  be  unable  to  secure  an  insured 
Bortgage  unless  the  insuring  authority  is  extended.  The  proposed 
aaendaent  would  provide,  however,  for  unconditional  teraination 
of  section  235  insuring  authority  after  Septeaber  30,  1983* 

Extensions  have  not  been  included  for  the  following 
provisions  of  the  National  Housing  Act:  section  235(q)  (counter- 
cyclical econoaic  stiaulus),  section  236  (rental  and  cooperative 
housing  for  lower  incoae  faailies),  section  232  (nursing  hoaes), 
section  2H2   (hospitals),  title  VIII  (araed  forces-related 
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housing)  and  title  XI  (group  praotioe  faoilitios). 

The  section  235(q)  authority  (countercyolioal  aconoaio 
stiBulus),  scheduled  to  expire  on  September  30,  1982,  is  not 
proposed  for  extension.  This  eBergenoy  authority  has  iiavar  baen 
activated. 

Section  236  was  also  extended  for  one  year  by  the  Housing 
and  CoDfflunity  Developsent  AmendBents  of  1981  to  perait  projects 
in  the  pipeline  to  be  processed.  Host  such  projects  have  now 
been  processed  or  cancelled,  and  those  still  in  the  pipeline  have 
secured  coBBitBcnts  which  will  aake  possible  the  provision  of 
insurance  after  Septeaber  30,  1982  pursuant  to  a  coBBitaent  to 
insure  aade  before  that  date.  Thus,  there  is  no  necessity  to 
extend  the  insuring  authority. 

An  extension  of  the  authority  to  provide  insurance  for 
nursing  hoaes  and  interaediate  care  facilities  under  section  232 
is  not  being  sought  beyond  the  present  Septeaber  30,  1982 
expiration  date.  Nursing  hoaes  and  interaediate  care  facilities 
are  eligible  for  Hedicare  and  Medicaid  reiaburseaent.  Nany  suob 
facilities  currently  in  existence  have  been  developed  and 
financed  without  the  benefit  of  federally  insured  aortgagas. 
Section  232  has  not  been  a  high-volua«  aortgage  insurance 
prograa,  and  there  appears  to  be  no  reason  to  believe  that  the 
private  aarket  cannot  aeet  the  financing  needs  of  suob  facilities 
in  the  absence  of  the  section  232  prograa. 
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Tk«  SeetiOD  Z^  kospital  lAsarsAe*  prograa  sialXarly  would 
^pp—r   to  roqulro  bo  oxtonsioa.  Tbo  AdBlnlstratloa's  ottoapta  to 
bring  cost  eoBtaiBBont  to  tlio  koaltb  aad  aedloal  oootor.  plus  tho 
fact  that  aany  araaa  ara  alraady  OTar--baddad  dua  to  azoaaa 
boapital  faeilitiaa.  auggaat  tbat  only  a  vary  liaitad  naad  axiata 
for  flDaneins  boapitala.  Slnea  tba  privata  aarkat  baa  providad 
financing  to  aany  of  tba  boapitala  eurrantly  in  aziatanoa,  and 
appaara  quita  eapabla  of  aaating  oradlt  naada  in  tboaa  fan  oaaaa 
wbara  naw  boapital  eonatruetion  ia  appropriata,  aztanaion  of 
aection  2^2   ia  not  baing  aougbt  bayond  tba  currant  azpiration 
date  of  Septaabar  30.  1982. 

Tba  authority  to  inaura  araad  forcaa  bouaing  undar  titla 
YIII  of  tba  National  Bouaing  Act  (aactiona  809-810)  ia  not 
propoaad  for  aztanaion  bayond  tba  currant  Saptaaber  30,  1982 
azpiration  data.  Tbaaa  prograaa  bava  baan  inaotiva  for  aavaral 
yaara;  no  insurance  Mas  writtan  undar  tbair  authority  during 
fiaoal  year  1981*  and  no  applications  for  inauranoa  ara  currently 
pending. 

Finally,  there  has  been  little  activity  under  the  Title  XI 
authority  to  insure  Group  Practice  Facilities,  suggesting  that 
whatever  need  exists  is  being  aet  adequately  by  the  private 
■arket.  Accordingly,  no  further  extension  of  this  authority  is 
being  sought. 

Under  all  four  of  theae  prograas-- section  232,  212,  Title 
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VIII  and  Titl«  XI  —  eoBaitaeiits  to  Insure  •nt«r«d  into  b«for« 
the  aobeduled  S«pt«Bb«r  30*  1982  •zplration  dat«  will  b«  honored 
•rtor  that  dato. 

FEDERAL  HOUSING  ADHINISTRATION 
GENERAL  INSURANCE  FUND 

Section  302  would  aaend  section  S 19(f)  of  the  National  Housinf 
Act  to  authorize  the  appropriation  of  such  subs  as  say  be  neoessary  to 
cover  losses  of  the  General  Inauranoe  Fund.  Existinf  lav  eontains  an 
overall  ceiling  on  the  aaounts  which  aay  be  appropriated  for  this 
purpose. 

Losses  sustained  as  a  result  of  the  sale  of  soquired  property  are 
not  a  function  of  the  aaount  authorised  for  appropriations  to  restoro 
the  losses.  The  losses  represent  the  difference  between  the  purchase 
price  of  units  acquired  through  the  Oepartaent's  inauranoe  aetivitiea. 
expenses  incurred  through  aaintenance  and  repair  snd  the  proceeds 
realized  froa  sale  of  these  properties.  The  authorization  does  not 
liait  the  loss  but  aerely  places  a  liaitation  on  the  aaount  whieh  aay 
be  sought  in  recoapense  for  losses  already  austained.  The  preaent 
authorization  liaitation  requires  the  Departaent  to  aeek  an  increaae 
in  the  aaount  authorized  for  appropriation  before  an  appropriation  to 
restore  the  losses  can  be  enacted.  The  proposal  would  siaplify  this 
process  by  authorizing  the  appropriation  of  the  auas  necessary  for 
this  purpose. 
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publlo  flD«DO«  and  tax  policy ,  oh«ng«8  In  oapltal  lD¥«8tB«iit 
by  oltl«8,  th«  lapaot  of  Fodoral  tax  and  grant  pollolos  on 
contral  oltlos,  and  tho  foraulatlon  of  a  vlabla  and 
raallstlo  urban  policy;  and 

Issues  related  to  fair  and  nondlsorlalnatory  bousing. 

BLlHlNATION  OF  REQUlREHENTS  THAT  FHA  INTEREST  RATES 
BE  SET  BY  LAW 

Section  301  would  aaend  the  Insuring  authorities  In  the 
National  Housing  Act  which  arc  proposed  for  extension  beyond 
fiscal  year  1982  (except  section  235)  to  allow  an  leisured 
■ortgage  or  loan  to  bear  Interest  at  a  rate  agreed  upon  by  the 
borrower  and  the  lender.  These  authorities  arc:  title  I  • 
property  laproveaent  and  aanufactured  hoac  loan  Insurance; 
section  203  -  basic  hoae  aortgage  Insurance;  section  207  -  rental 
housing  Insurance;  section  213  -  cooperative  housing  Insurance; 
section  220  -  rehabilitation  and  neighborhood  conscrTStlon 
housing  Insurance;  section  221  -  housing  for  ■odcratc-lncoac  and 
displaced  fanlllcs;  section  231  -  housing  for  the  elderly; 
section  23'!  -  condOBlnluas ;  section  240  -  hoaeowncr  purchases  of 
fee  slaple  title;  section  241  -  fluppleaentsl  loans  for 
■ultlfSBlly  housing  projects,  health  facilities  and  energy 
conserving  laproveaents;  and  title  X  -  land  dcvclopBcnt. 
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Tb«  proposal  would  ropoal  sootlon  3  of  P.L.  90-301  —  HUD* a 
interlB  authority  to  •stabllsh  aaxlBUB  FHA  Interost  rates  —  aa 
well  aa  section  4  of  that  Act,  which  aatabliahed  a  ooauiiaaioD  on 
interest  ratas  which  expired  in  1969* 

The  SBendnent  to  aection  235  would  provide  for  continuation 
of  the  Secretary's  authority  to  sat  interest  ceilings, 
essentially  in  the  saae  Banner  as  is  authorized  under  present  law 
in  Public  Law  90-301.  This  reservation  of  authority  for  purposes 
of  section  235  Bortgages  is  necessary  to  cloae  out,  during  fiscal 
1983*  the  section  235  hOBCOwnership  prograa  for  lower  incoBC 
ftBilies.  Since  the  section  235  subsidy  is  the  difference 
between  the  actual  interest  rate  on  the  aortgage  and  a  below 
Barket  rate  aet  by  HUD,  to  allow  negotiated  interest  rates  in 
this  progrsB  Bight  prove  prohibitively  expensive.  Since  the 
authority  to  insure  under  section  235  is  proposed  for  expiration 
on  September  30,  1983*  the  need  for  a  continuation  of 
Secretary-established  interest  ceilings  is  only  teaporary. 

The  administered  ceiling  on  the  FHA  contract  interest  rate 
has  outlived  its  usefulness.  The  ceiling  is  an  outdated 
aanifestation  of  concern  that  some  lenders  would  take  advantage 
of  buyer  ignorance  and  charge  an  "above  market"  rate  of  interest. 
Mortgage  rates  were  relatively  stable  in  the  post-VU  11  years  by 
today's  standards,  but  differed  among  various  regions  of  the 
country.  This  difference  reflected  the  relatively  greater  demand 
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for  funds  in  soae  areas  and  the  iJiBObility  of  aortgago  funds 
aoross  ragions.  In  tha  intarast  of  proaoting  a  truly  DStloaal 
■ortgage  aarket  and  facilitating  tbe  flow  of  funds  batwaau 
regions,  FHA  attenpted  to  set  a  national  nortgaga  rata. 

Over  the  years  tha  peroaption  bas  davelopad  that,  by  setting 
a  ceiling,  FHA  deternines  nortgage  interest  rataa.  This  ia 
sinply  not  the  oase.  FHA  nortgages  are  sold  to  investors  at 
■arket  yields.  Investors  discount  the  loans  to  bring  tha  yield 
up  to  those  available  on  alternative  investnents.  Thasa  diaoount 
"points"  can  be  ultiaately  passed  on  to  borrowars,  typioally  in 
the  price  charged  by  the  seller. 

Mortgage  narkets  are  now  national  in  scope  and  axtranaly 
coBpetitive.  Honebuyers  can  readily  obtain  inforsation  on  tha 
going  rate  for  a  sort gage  loan,  and  can  negotiate  for  thaasalvas 
a  aarket  interest  rate.  Thua,  the  oeiling  is  no  longer  needed. 

The  recent  volatility  in  interest  rates  has  aada  the  oeiling 
axtrenely  difficult  to  adninister.  The  FHA  oeiling  aust  raflaot 
current  aarket  interest  rates  if  hoaebuyers  are  to  obtain 
aortgage  credit.  When  interest  rates  aove  by  as  auoh  as  five 
discount  points  within  a  week,  as  they  have  reoantly,  it  baooaas 
increasingly  difficult  to  adainister  tha  oontract  intarast  rata 
affaotively. 
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Under  current  law,  however,  the  aaount  of  the  aortgago 
insurance  premiun  payable  at  settlenent  la  included  in  tha  aaouDt 
of  the  principal  obligation  of  the  loan  against  which  tha 
statutory  Baxiaa  are  applied.  If  the  higher  aaounts  oontanplatad 
by  the  new  procedure  were  similarly  included,  there  would  ba  a 
corresponding  decrease  in  the  insurable  aortgage  aaount 
attributable  to  the  dwelling  being  purchased.  Tha  proposed 
anendments  would  prevent  this  result  by  excluding  the  anount  of 
the  preaiUB  from  the  BaxinuB  aortgaga  detarninationa.  Siailarly* 
since  insurance  preaiuas  are  presently  included  in  detaraining 
down  paynent  anounts,  the  aaendaents  would  exclude  thaa  froa  down 
payment  deterainations.  The  aaendaents  would,  however,  not 
reduce  the  amount  of  insurance  protection  which  ia  afforded  tha 
lender. 

NON-OCCUPANT  SINGLE  FAHILY  HORTGAGORS 

Section  306  would  provide  higher  aaxiaum  mortgage  aaounta  for 
non-owner-occupant,  one-  to  four-unit  dwellings  insured  under  section 
203(b)  of  the  National  Housing  Act. 

Present  law  limits  the  principal  amount  of  an  owner-occupant 
mortgage  which  aay  be  insured  under  aaction  203(b)  to  tha  laaaar  of 
specified  dollar  amounts  or  loan-to-value  ratios.  Thus,  tha  aaxiaua 
insurable  aaount  for  a  typical  single  family  home  is  tha  lesser  of 
$67 f 500  or  the  sum  of  97  percent  of  the  first  $25,000  of  value  and  95 
percent  of  the  remainder.  Section  203(b)(8)  of  the  Act  limits  tha 
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Bortgage  plans  proposed  to  b«  autborlsad  pursuant  to  rsvissd 
section  245  and  proposed  new  ssotions  247 •  248  and  249»  (and 
other  alternative  aortgage  instruaents  whioh  say  ba  dSTSlopad 
under  existing  authority)  nay  require  additional  prasiua  ohargas 
to  Bake  the  provision  of  insurance  actuarially  sound. 
Alternative  financing  aechanisBS  are  intended  to  be  used  in 
conjunction  with  existing  basic  aortgage  insurance  statutes 
contained  in  title  II.  Thus,  for  exaaple,  a  single  faaily  hOB« 
with  an  adjustable  rate  Mortgage  sight  be  insured  "under"  section 
203(b),  "pursuant  to"  section  247*  This  aaendnent  would  sake 
clear  that,  when  alternative  financing  is  used  in  conjunction 
with  a  particular  section  of  title  II  authorizing  insurance,  the 
Secretary  nay  provide  for  preniun  charges  which  are  not  the  saae 
as  those  which  would  be  applicable  to  a  level  payaent  aortgage 
insured  under  the  sane  section,  and  that  premiun  charges 
applicable  to  such  alternative  aortgage  instruaents  aay  exceed  1 
percent  per  year  where  necessary. 

HODIFICATION  OF  FHA  DEBENTURE  TERHS 

Section  308  would  elininate  the  statutory  requirenent  that 
any  debentures  issued  by  the  FHA  in  payaent  of  insurance  claias 
be  redeeaable  at  par.  Hortgagees  frequently  use  these  debentures 
for  payment  of  insurance  preniuas  under  the  various  insurance 
programs.  Permitting  lenders  the  option  of  redeeming  debentures 
at  par  in  exchange  for  preaiuas  has  had  a  serious  iapaot  on  the 
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outstaadlAs  looc-tarv  Traasary  oftlltntioaa,  aa<  t^at  rata  tfoaa 
BOt  aaeassarlly  raflaet  t*a  prava iliac  BBrkst  rata  at  t^a  tiac  of 
radaaptioa.  Thm   #abaataras  ae  aaad.  tkarafora.  eaa  rasalt  ia  a 
signifieafit  loss  of  F&A  iasarsaea  foad  ra^aaoas. 

DISC1£T1CMU1T  MnDUTT  TO  UCIUITE  USTS  AU  OUBGES 

Seetioo  309(a)  woeltf  raaoTS  laacaats  is  saetiaa  207  of  tHa 

national  Housinc  Act  ■aodatlAfi  that  tlie  Sacratary  rafulata 
project  rofits  and  rates  of  ratora.  and  would  aubstituta 
discrationary  authority  la  tlia  Secretary  to  provide  for  such 
regulation.  Tbis  ebange  (and  the  parallel  aaaadaent  of  section 
23^(d)(2)  contained  ia  aubsection  (b>)  would  conform  these 
authorities  to  other  lational  Bousing  Act  aultifaaily  author itiea 
(sections  220(d>(2)(A),  221(d)(4),  and  231)  which  provide  for 
di3t?rg\;i^^f  J  authority  to  regulate  rants  and  charges. 

The  purpose  of  these  changes  is  to  permit  the  Dapartaent  to 
deregulate  rent  levels  in  unsubsidixed  insured  projects. 
Deregulation  is  expected  to  help  assure  the  financial  stability 
of  insured  projects,  and  will  reduce  administrative  costs  for  the 
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Departaent  by  •llBinating  th«  revi«w  and  prooassing  of 
applications  for  rent  inoreaaaa. 

It  abould  be  noted  tbat  auob  deregulation  would  have 
applicability,  not  only  to  future  unaubaidised  project  aortgagaa, 
but  to  existing  aortgages  aa  well.  After  appropriate  regulatory 
changes  were  pronulgated  pursuant  to  theae  asendsenta,  exiating 
Bortgagors  would  be  invited  to  aaend  their  regulatory  agreeaenta 
to  reaove  requireaents  for  HUD  approval  of  rent  increases.  The 
Departaent  would,  however,  reaerve  the  right  to  reauae  regulation 
of  rents  and  chargea  for  any  auch  projeot  in  the  future. 

HORTGAGE  INSURANCE  FOR  HANUFACTURED  HOHE  PARKS  FOR  THE  ELDERLY 

Section  310  would  aaend  aection  207(b)(2)  to  perait  the 
inaurance  of  aanufactured  hoae  parka  deaigned  exoluaively  for 
occupancy  by  the  elderly.  Preaent  law  atatea  that  the  inauranoa 
of  aection  207  aortgages  is  intended  to  facilitate  particularly 
the  production  of  rental  accoaaodations  "auitable  for  faaily 
living."  Section  207(b)(2)  goea  on  to  prohibit  the  proviaion  of 
insurance  under  aection  207  unleaa  the  aortgagor  oertifiea  under 
oath  that  there  will  be  no  diacriaination  "by  reaaon  of  the  faot 
that  there  are  children  in  the  faaily...." 

The  proposed  aaendaent  would  retain  thia  baaic  rule,  but 
would  provide  language  clarifying  that  exception  aay  be  aade  with 
regard  to  aanufactured  hoae  parka  designed  exclusively  for  the 
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•Iderly.  Recent  surveys  indioste  thst  sbout  one-third  of  sll 
■SDufsotured  hoae  units  sre  oooupied  by  elderly  persons.  Sinoe 
section  207  is  the  only  suthority  for  insuring  asnufsotured  hone 
psrks,  the  ehsnge  in  section  207(b)(2)  proposed  in  this  section 
of  the  bill  is  necessary  to  aeet  the  need  for  insursnoe  to 
develop  parks  designedf  oonstruoted  and  aanaged  for  occupancy 
exclusively  by  the  elderly. 

INCREASED  HORTGAGE  LIHITS  FOR  SUBSTANTIAL  REHABILITATION 

Section  311  would  anend  the  aortgage  liait  provisions  of 
Sections  220,  221(d)(3)  and  221(d)(4)  of  the  National  Housing 
Act  to  facilitate  refinancing  to  perforn  substantial 
rehabilitation.  Currently  under  these  provisions,  the  linits 
on  Bortgages  for  substantial  rehabilitation  of  properties  are 
90  percent  of  the  sum  of  the  cost  of  repair  plus  the  value  of 
the  property  before  rehabilitation.  Houever,  where  there  is 
an  existing  aortgage,  and  application  to  insure  a  new  aortgage 
under  one  of  these  provisions  is  nade,  the  nortgage  liaits 
would  be  90  percent  of  the  sum  of  the  estiaated  cost  of  repair 
plus  the  existing  indebtedness  (rather  than  the  value  of  the 
property  before  repair).  The  aaendBent  would  delete  the 
latter  foraula,  so  that  the  mortgage  limits  would  be  the  same 
for  refinancing  as  it  is  for  new  financing  for  substantial 
rehabilitation. 
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The  llBltatioD  involTing  •xisting  Indtbttdness  for 
refinancing  in  th«  current  laws  prevents  oviners  froa  realizing 
any  of  their  equity  if  they  wish  to  rehabilitate  a  project  and 
retain  ownership.  This  forces  sales  of  the  properties  if  the 
owners  are  to  realise  any  equity  froa  the  projects.  This 
liBitation  is  contrary  to  a  policy  of  encouraging 
rehabilitation  and  retention  of  rental  property  by  present 
owners.  As  a  result  of  this  inequity,  aany  projects  requiring 
rehabilitation  cannot  receive  the  benefits  of  rehabilitation 
without  the  sale  to  another  owner. 

ASSIGNMENT  OF  SECTION  221(g)(4)  HORTGAGES  TO 
THE  GOVERNHENT  NATIONAL  MORTGAGE  ASSOCIATION 

Section  221(g)(4)  pernits  aortgagees  holding  section  221 
mortgages  which  are  not  in  default  to  assign  the*  —  twenty  years 
froB  the  date  of  insurance  endorseaent  —  to  the  Secretary,  and 
to  receive  the  benefits  of  insurance. 

The  purpose  of  this  anendnent  is  to  authorise  the  Secretary 
to  direct  aortgagees  exercising  this  assignment  option  to  deliver 
the  mortgage  and  credit  instruments  directly  to  the  Governaent 
National  Mortgage  Association.  Upon  such  an  assignment  to  GNMA, 
the  rights  of  the  mortgagee  would  be  identical  to  those  provided 
in  the  present  law.  The  emendment  proposal  would,  however, 
establish  a  more  effective  process  within  HUD  for  dealing  with 
these  assignments.  GNMA,  ecting  as  agent  for  the  Secretary, 
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TERHINATION  OF  SECTION  221  BUY-BACK  PROVISION 

Section  313  would  aBend  seotion  221(g)(4)  of  the  Netiooel  Housing 
Act  to  ellBinate  the  "buy-beck"  feeture  of  that  provision  with  respect 
to  ooBBitaents  to  insure  under  section  221  entered  into  after  the 
effective  date  of  the  Housing  and  Coaaunity  Developaent  Aaendaents  of 
1982.  Section  221(g)(4)  now  peraits  aortgagees  to  assign  to  HUD 
current  aortgages  which  are  in  their  20th  year  of  aaortization.  HUD 
exchanges  the  aortgages  for  debentures  at  the  going  rate  for  the  faoo 
value  of  the  outstanding  debt.  The  proposal  would  only  affeot  those 
aortgages  for  which  coaaitaents  to  insure  were  aade  after  the 
effective  date  of  the  provision. 

Because  of  the  current  high  interest  rates,  it  has  becoae  aore 
and  aore  advantageous  for  aortgagees  to  assign  aortgages  to  HUD  and 
take  debentures  at  the  "going  rate"  of  interest.  This  proposal  would 
avoid  expected  future  losses  to  the  FHA  inauranoe  funds  based  on 
business  transacted  after  the  provision's  effective  date. 

HORTGAGE  INSURANCE  FOR  CONDOHINIUHS 

Section  314  would  aaend  section  234(o)  of  the  National  Housing 
Act  to  allow  insurance  of  any  eondoainiua  unit  in  a  project  that  has 
been  approved  by  the  Secretary.  The  proposal  expands  HUD*s  authority 
to  perait  insuring  Individual  eondoainiua  units  in  a  project  by 
eliainating  the  conditions  to  suoh  insurance  contained  in  existing 
law.  Under  current  law,  HUD  aay  insure  individual  eondoainiua  units 
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if  one  of  the  following  oonditions  is  set:  (1)  the  project  is  or  has 
been  FHA-insured  or  VA-epproved;  (2)  there  ere  less  then  12  units  in 
the  building;  or  (3)  if  the  building  has  12  or  aore  units,  it  is  aore 
than  a  year  old. 

Elimination  of  these  conditions  would  lessen  the  oonstraints  on 
insured  financing  for  condoainiuB  units  and  would  result  in  expanded 
honeownership  opportunities.  Additionally,  the  proposal  would 
simplify  the  insuring  process  and  eliminate  the  amount  and  degree  of 
FHA  review  and  regulation. 

This  proposal  would  also  bring  HUD  into  line  with  what  the 
Veterans  Administration  has  been  doing  for  several  years.  Since 
1974,  the  VA  has  allowed  insurance  for  any  oondoninium  unit.  The 
enactment  of  identical  FHA  and  VA  condominium  insuring  authorities 
would  facilitate  implementation  of  section  905  of  the  Housing  and 
Community  Development  Amendments  of  1978»  which  as  part  of  the 
paperwork  reduction  program,  suggested  that  HUD,  VA,  and  FmHA  develop 
uniform  application  and  other  requirements  for  single  family  and 
multifamily  programs. 

REMOVAL  OF  RESTRICTION  ON  FHA  CO-INSURANCE 

Section  315  would  strike  the  second  and  third  sentences  of 
section  244(d)  of  the  National  Housing  Act.  These  provisions 
limit  the  amount  of  mortgages  and  loans  which  may  be  insured  on  a 
ooinsured  bssis  by  the  FHA  to  20  percent  of  the  aggregate 


Digitized  by  CjOOQIC 


2744 


priDolpal  ABOunt  of  all  ■ortgagoa  and  loans  Insurod  undor  Titlo 
II  of  the  Aot.  Tho  20  poroont  lialtation  also  appllaa  aaparataXy 
to  Bultifaaily  and  singla  faaily  aortfagaa. 

With  respect  to  Bultifsaily  aortgagea,  HUD  antloipataa  fewer 
inauranoa  applioationa  In  both  FT  1982  and  PY  1983ff  as  well  aa  a 
drop  in  the  overall  aaount  of  aultifaaily  aortgaga  inauranoa 
written.  Thia  will  ooour  at  a  tiaa  when  HUD  haa  developad 
regulations  for  ooinsuranca  for  purohaae  or  rafinanoing  of 
■ultifanily  properties  (under  section  223(f))  and  for  privata 
lender  financing  of  new  construction  or  substantial 
rehabilitation  (under  aection  221).  State  Housing  Finanoe 
Agencies  already  aay  coinsure  and  perfora  delegated  processing 
under  section  221,  which  accounta  for  approxiaately  two-thirda  of 
FHA's  Bultifaaily  business.  The  coinoidenoe  of  diainishing 
overall  aultifaaily  insurance  activity  and  increased  polioy  and 
progran  enphasis  upon  coinsurance  aakes  the  existing  20  paroant 
limitation  of  section  244(d)  a  severe  inhibiting  factor  in 
carrying  out  FHA  aultifaaily  operations.  Reaoval  of  the 
restriction  will  perait  a  acre  extensive  and  aore  effective  FHA 
aultifaaily  insurance  prograa  than  would  otharviaa  ba  poaaible. 

With  reapect  to  single  faaily  insurance,  HUD  astiaataa  that 
both  applications  and  the  aaount  of  insurance  written  will 
increase  in  FY  19B2  and  FY  1983*  In  FY  1981,  coinauranoa  written 
represented  about  1.25  percent  ($156  aillion)  of  single  faaily 
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SertlflA  316  Moiat  cxpe&ti  tiie  Secrrtarf  *s  aiithoritj  ^o 
i&siare  aortcsses  Bsinc  alt-cmativc  aDrtcafe  iastnoiests. 
Si;tisecti.ot    (a^  voultf  aaeati  sectloc  ?45  of  titc  tot  loss  1  BobsIbi 
Act  to  eossclicatc  the  separate  authorities  now  oostaisetf  is 
seetioK  245(a)  a&d   (b)  iato  a  siskcle  ^adnateti  pajaest  aort^ace 
(CPK)  aBt^orltJr  for  ooe-  to  four-faaJ.Ijr  dwellincs  in  aeoordanec 
wltc  tbe  aorc  geserons  lial  tat  ions  now  oootaineti  is  seetioa 
2*51 t),   anti  to  eliainste  eertaio  restrictive  features  of  the 
prese&t  section  2*3(t>  GFH  progras.      Id  addition,   aaendaeots  are 
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proposed  in  revised  subsection  (o)  to  sake  possible  the  use  of 
GPM*s  for  BultlfaBlly  projects. 

The  proposed  revisions  to  section  245(b)  vould  delete  the 
threshold  requirement  that  a  Mortgagor  be  unable  reasonably  to 
afford  to  finance  a  purchase  by  aeans  of  any  other  aortgage 
insurance  program.  This  change  would  make  any  otherwise 
qualified  mortgagor  eligible  for  an  Insured  graduated  payment 
mortgage. 

Second,  the  requirement  limiting  section  245(b)  Insurance  to 
mortgagors  who  have  not  owned  dwelling  units  within  .the  preceding 
three  years  would  be  stricken. 

Finally,  restrictions  on  the  number  of  mortgages  or  the 
aggregate  amount  of  initial  principal  obligation  of  mortgages 
insured  under  section  245  are  also  proposed  to  be  removed. 

Section  245(c)  as  proposed  to  be  amended  would  provide 
authority  for  GPM*s  for  multifamily  insured  projects,  k   major 
deterrent  to  the  production  of  multifamily  housing  is  the  high 
cost  of  financing.  Availability  of  GPN's  would  assure  lower 
principal  and  interest  payments  on  the  mortgage  in  the  early 
years  of  a  project.  Later,  as  debt  service  payments  increased, 
reasonable  rental  increases  would  cover  these  costs.  Use  of  the 
GPN  approach  in  the  multifamily  context  would  assist  the  badly 
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sagging  rental  bousing  aarket  vlthout  the  help  of  Federal 
subsidies. 

GPM*s  for  aultlfaally  projects  would  not,  however,  have 
requirements  Identical  to  those  applicable  to  single  faally 
insuring  authorities.  The  initial  principal  obligation  of  a 
■ultifaaily  mortgage  would  not  be  permitted  to  exceed  the 
percentage  of  value  or  replacement  cost  required  by  the 
particular  title  11  insuring  authority  with  which  the  GPM 
authorization  was  linked.  During  the  term  of  the  mortgage,  the 
principal  obligation  (including  interest  deferred  and  added  to 
principal)  would  not  be  permitted  to  exceed  the  property's 
projected  value  at  any  time. 

Projected  value  of  a  multifamily  project  would  be  determined 
in  the  same  manner  as  under  current  section  245  for  single  family 
dwellings— by  means  of  a  HUD  calculation  based  on  the  initial 
value  of  the  property,  projecting  increased  value  at  a  rate  not 
to  exceed  2  1/2S  per  year. 

Subsection  (b)  would  provide  authority  for  HUD  to  Insure 
single-family  Adjustable  Rate  Mortgages  (ARM*s)  on  a  limited 
basis.  Under  the  authority,  insurance  activity  would  be  limited 
to  125,000  mortgages  in  any  fiscal  year.   Interest  rate 
adjustments  would  be  indexed  to  a  national  interest  rate  index 
which  the  Secretary  of  HUD  would  specifically  approve  in 
regulations. 


Digitized  by  CjOOQIC 


2748 


These  FHA-lnsured  adjustable  rata  Bortgages  vould  ineluda 
safeguards  for  the  oonsumer.  To  protect  participating 
honeowners,  statutory  liaits  vould  control  the  size  and  frequency 
of  interest  rate  adjustments,  k   liait  of  one  adjustaent  per 
year,  with  ■aximum  increases  in  the  interest  rate  of  1  point  a 
year  and  5  points  over  the  life  of  the  Mortgage ,  vould  be 
established.  The  aortgagee  vould  be  required  to  provide 
inforaation  to  the  Mortgagor  describing  particular  features  of 
the  variable  rate  aortgage,  including  a  hypothetical  *worst  ease* 
payment  schedule. 

At  present,  HUD  cannot  insure  a  aortgage  financed  vith  a 
variable  interest  rate.   If  inflation  rates  and  interest  rates 
remain  high,  the  ARM  is  likely  to  becoae  a  primary  mortgage 
instrument  available  to  a  purchaser  in  the  conventional  aarket. 
In  that  event,  it  vould  be  desirable  for  FHA  to  be  able  to  offer 
a  choice  between  ARM'S  and  fixed-rate  mortgages. 

Section  316(b)  proposes  a  new  section  248  of  the  National 
Housing  Act  which  would  provide  authority  for  HUD  to  insure 
Shared  Appreciation  Mortgages  (SAM*s)  for  single-family  bousing. 
Insurance  activity  would  be  limited  to  50,000  mortgages  in  any 
fiscal  year. 

Because  of  current  economic  conditions,  including  high  and 
volatile  interest  rates,  alternative  mortgage  instruments  auob  as 
the  SAM  should  be  insurable  by  FHA  in  order  to  supplement  tha 
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Standard,  flxad-rata  Bortgage,  and  to  provlda  hoaebuyars  vith  an 
alternativa  to  tha  Dapartaant'a  Graduated  Payaent  Hortgaga  (GPM) 
program  and  the  proposed  Adjustable  Rate  Mortgage  (ARM).  SAM's 
■ake  possible  substantial  reductions  in  down  paymenta,  aarly  year 
Bonthly  Bortgaga  payaents  or  both,  in  return  for  a  paroentage 
share  of  any  appreciation  accruing  to  the  property.  Tha  SAN  is 
ptrtioularly  veil  suited  to  prospective  secondary  aarket 
purchasers;  to  the  extent  effective  yields  are  keyed  to  property 
appreciation,  auch  aortgages  in  aost  eaaea  vill  provide  a  direct 
hedge  againat  inflation. 

Under  the  proposal,  a  lender's  share  of  the  appreciated 
value  of  the  property  would  be  due  and  payable  at  the  time  the 
insured  property  is  sold  or  transferred,  dr,  in  the  event  there 
is  no  such  sale  or  transfer,  upon  payment  of  the  mortgage. 

By  regulation,  aafeguards  for  buyers  and  ownera  would 
include  maximum  sharing  provisions  and  full  disclosure  of  the 
terms  and  conditions  of  the  aortgage  contract. 

In  the  event  of  a  default,  the  mortgagee  would  have  a  right 
to  make  an  insurance  claim,  but  insurance  benefits  would  not 
include  the  mortgagee's  share  of  net  appreciated  value. 

This  proposal  reflects  HUD*s  intent  to  serve  first-time 
homebuyers,  and  to  generally  upgrade  the  Department* a  insuring 
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authority  to  be  responsive  to  current  needs  and  effeotiTe  in  the 
current  aortgage  aarket. 

Section  316(b)  would  also  provide  authority  for  HUD  to 
insure  Shared  Appreciation  Mortgages  (SAH*s)  for  aultifaaily 
housing.   In  addition,  subsections  (c)  through  (f)  vould  amend 
sections  207(c)(3).  220(d)(4),  221(d)(6),  and  231(c)(5). 
respectively,  to  allow  HUD  discretion  to  insure  loans  which  do 
not  conpletely  anortize  over  the  loan  term. 

Current  economic  conditions  have  made  the  production  of 
multifamily  rental  housing  difficult,  k   particular  problem 
facing  the  multifamily  housing  industry  is  the  reluctance  of 
lenders  to  invest  in  fixed-rate  mortgages  of  30  or  40  years 
duration.  Alternatives  to  traditional  long-term  mortgage 
instruments  need  to  be  insurable  by  HUD  in  order  to  stimulate 
unsubsidized  rental  construction. 

The  multifamily  SAH  will  allow  HUD  to  insure  loans  of  15 
years  or  longer  which  have  level  payment  amortization  schedules 
which  would  completely  amortize  in  30  years  or  lass.  Mortgagors 
would  be  allowed  to  take  advantage  of  the  generally  lower 
interest  rates  available  for  shorter  term  financing. 

Under  the  proposal,  a  lender's  share  of  the  appreciatad 
value  would  be  due  and  payable  at  the  time  the  insured  property 
is  sold  or  transferred  or  at  the  expiration  of  the  loan  term. 
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■ortgage  Insuranoa  pr«BluB8  on  a  Bonthly  basis,  and  to  eharga 
interest  for  lata  payaent  of  Bonthly  praaiuaa,  applies  only  to 
the  Departaant's  single  faaily  prograas.  The  aaandaent  would 
perait  continuation  of  the  existing  praotioe  of  eolleeting 
prealua  payaents  froa  aultifaaily  aortgagees  on  an  annual  basis, 
vith  Interest  payable  only  in  the  ease  of  late  reaittanoe  of  the 
annual  payaent. 

In  the  past,  HUD  has  not  required  aonthly  eolleotion  of 
preaiuas  for  its  aultifaaily  aortgages.  Preaiuas  for  those 
prograas  are  paid  by  the  aortgagor  in  advance  and  are  escrovad  by 
the  Bortgagee.  Collection  of  these  preaiua  payaents  on  a  aonthly 
basis  would  increase  paperwork  and  would  be  staff-intensive.  It 
would  also  unnecessarily  disrupt  existing  finance  and  accounting 
operations,  which  are  geared  to  annual  receipt  of  such  payaents. 

As  aaended,  section  530  would  continue  to  require  that 
preaiuas  be  paid  "proaptly  upon  their  receipt  froa  the  borrower" 
in  the  case  of  the  single  faaily  prograas,  but  would  require*  for 
all  other  insuring  authorities,  that  preaiuas  be  paid  "proaptly 
when  due  to  the  Secretary"  (i.e.,  annually).  Interest  payable  to 
the  Secretary  would  continue  to  be  required  for  late  payaent  of 
preaiuas,  but  such  interest  would  accrue  beginning  twenty  days 
after  the  aortgagee's  receipt  of  preaiua  payaents  froa  the 
borrower  in  the  case  of  single-faally  aortgages,  while  in  the 
aultifaaily  prograas,  interest  would  be  due  for  the  period 
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PROPERTY  DISPOSITION  AND  BEUTED  AMENDNENTS 

Section  203  of  th«  Housing  and  Coaaunity  Dovtlopaent 
Aaendments  of  1978  establishtd  pollelas  and  prooeduraa  for  tha 
■anageaent  and  preservation  of  HUD-ovned  Bultifaaily  bousing 
projects.  The  statute  directs  HUD  to  aanage  and  diaposa  of 
these  projects  in  a  Banner  that  vould  protect  the  financial 
interests  of  the  Federal  Government  and  be  less  costly  to  the 
Federal  Governaent  than  other  reasonable  alternatives  by  which 
the  Secretary  could  strengthen  the  goals  of  (1)  preserving 
housing  units  for  use  by  lov-  and  moderate-incoae  faailias; 
(2)  preserving  and  revitalizing  residential  neighborhoods;  (3) 
Maintaining  the  existing  housing  stock  in  a  decent,  safe  and 
sanitary  condition;  (4)  Biniaizing  involuntary  tenant 
displaceaent;  (5)  Biniaizing  daaolition;  and  (6)  aaintaining 
the  project  for  the  purpose  of  providing  rental  or  cooperative 
housing.  The  statute  also  requires  tha  Secretary  to  assure 
displaced  tenants  in  covered  projects  the  right  to  raturn  to  a 
repaired  unit,  to  occupy  another  HUD-ovned  unit,  to  obtain 
assistance  under  the  United  States  Housing  Act  of  1937  or 
receive  any  other  appropriate  relocation  assistance. 

Section  320  vould  aaand  section  203  to  reaove  aost  of 
these  restrictions  on  the  aanageaent  and  disposition  of 
HUD-ovned  property.  The  proposal  vould  retain  the  requireaent 
of  203(d)(1)  of  the  Act  that,  vhenever  tenants  of  any 
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S«erctaiT  •fcill  ImfMS  ttaa  •T  tmmlr   f  tli^  tiiflu— t  «i« 
of  any  •▼ailablc  rslsestlaa  ssalstaBes.  ■■*•  imp^^rVKsti;  tks 
proposal  ito«l«  aat^orlss  t*c  Socrctary  t#  provide  ■»ai»ti»c< 
imder  the  mw  ■o41fl»4  SMtloA  •  Krttit  Cwtlflcaf  Fr^iraa 
to  any  Tcry  lov-laeaae  t«fl«Bt  (59  parcaat  oT  ar«a  ■s^iaB 
iDcoae  or  beloH)  i»  MIP  oi^ad  projects  sssiststf  — <sr  tks 
seetiofi  236.  221(«>(3),  rest  sspplsMst  or  soetlos  202  (otiier 
than  section  e-assisted)  procrsBS.   (Soetloa  e-«ssistsd  202*s 
are  excepted,  aloee  all  prsTioosly  assistsd  soetios  8 
recipients  will  be  elicible  to  reeeiTc  a  Hodlfied  Certifieate, 
irrespective  of  tbeir  ineoaes.) 

Tbe  Secretary's  authority  ssdar  soetibs  203(a)  of  the 
1978  Act  —  permitting  tbe  Secretary  to  request  aortgacees  to 
accept  partial  insurance  benefits  ia  lieu  of  an  asaigSBsnt  — 
also  would  be  retained. 

Finally,  tbe  proposal  would  repeal  section  367(b)  of  tbe 
Hultifasily  Foreclosure  Act  of  1981.  wbicb  autborizes  and,  in 
sose  cases,  directs  tbe  Secretary  to  require  a  purcbaser  at  a 
foreclosure  sale  to  continue  to  operate  tbe  project  in 
accordance  with  tbe  terms  of  tbe  section  312  loan  progras  or 
insurance  progran  under  wbicb  assistance  was  originally 
provided. 
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The  proposed  •■•ndaents  are  designed  to  renove  the 
current  restrictions  on  the  Bsnageaent  and  disposition  of 
HUD-owned  properties  so  that  the  Secretary  can  handla  thaaa 
properties  on  a  business-like  basis.  The  present  law  aandatea 
a  bias  toward  the  continued  use  of  the  property  for  lov-  and 
■oderate-ineoae  housing,  without  a  realistic  regard  for  the 
economic  consequences  to  the  governaent  of  such  continued  use. 
This  is  especially  true  given  the  acre  liaited  potential  for 
success  of  already  financially  troubled  projects. 

The  proposed  aaendaents  would  perait  the  Secretary  to 
dispose  of  properties  on  a  sound  econoaic  basis,  while 
extending  to  eligible  tenants  displaced  froa  assisted  projects 
the  benefits  of  the  proposed  Modified  Section  8  Existing 
Certificate  Prograa. 

PREVENTION  OF  FRAUD  AMD  ABUSE  IN  HUD-ASSISTED  PROGRAMS 

Section  321  contains  a  number  of  provisions  to  help 
prevent  fraud  and  abuse  in  HUD's  assisted  prograas. 
Subsection  (a)  would  require  an  applicant  for  assistance  under 
HUD  programs  involving  loans,  grants,  interest  subsidies, 
other  financial  assistance  of  any  kind  or  mortgage  or  loan 
insurance  to  (1)  include  his  or  her  social  security  nuaber  or 
eaployer  identification  nuaber  on  foras  designated  by  the 
Secretary  and  (2)  sign  a  consent  fora  authorizing  the 
Secretary  to  verify  and  audit  inforaation  furnished  by  the 
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program  benefits  to  any  applicant  vho  knowingly  and  villfully 
■ade  false  or  aisleading  statements,  eonoealed  any  relevant 
facts  or  otherwise  violated  these  Acts  or  any  of  their 
regulations. 

Subsection  (d)  would  amend  section  214(b)  of  the  Housing 
and  Community  Development  Act  of  1980  to  extend  the 
prohibition  against  financial  assistance  to  certain  aliens  to 
include  the  221(d)(3)  program. 

The  Department  must  have  social  security  numbers  and 
employee  identification  numbers  in  order  to  make  efficient  and 
effective  reviews  of  assistance  eligibility  and  level,  to 
reduce  administrative  error,  and  detect  fraudulent 
transactions.  The  social  security  numbers  are  the  only 
uniform  and  accurate  means  of  identification,  and  their 
uniqueness  makes  it  possible  accurately  to  identify 
individuals  in  records  of  other  agencies.  Provision  of  the 
social  security  numbers  and  the  applicant's  consent  to  the 
Secretary  obtaining  data  from  other  agencies,  as  required  by 
subsection  (a),  would  enable  HUD  to  verify  the  accuracy  of 
applicants*  information  and,  accordingly,  prevent  fraud  and 
abuse.  The  requirement  to  provide  social  security  numbers  is 
similar  to  that  used  in  the  food  stamp  program  to  prevent 
fraud.  Additionally,  the  General  Accounting  Office  has 
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ooll«otion  •fforts,  and  allowing  for  groatar  looal 
adainiatration  of  tha  prograa. 

Sinoa  tha  221(d)(3)  prograa  alao  providaa  a  finanoial 
banafit  to  tananta,  it  ahould  ba  inoludad,  aa  providad  by 
aubaaotion  (d),  along  with  tha  othar  rantal  aaaiatanoa 
prograaa  in  tha  prohibition  againat  finanoial  aaaiatanoa  to 
aliana.  Alao,  tha  aaandaant  ia  naadad  to  pravant  tha 
anoMloua  aituation  whara  aoaa  of  tha  tananta  in  a  aaotion 
221(d)(3)  projaot  ara  aubjaot  to  tha  aaotion  2U  prohibition 
(rant  aupplaaant  tananta)  whila  othara  ara  not. 

AHENDHENT  OF  REAL  ESTATE  SETTLEMENT  PROCEDURES  ACT  OF  197^ 

Saotion  322  would  aaand  tha  Raal  Batata  Sattlaaant 
Prooaduraa  Aot  by  rapaaling  aaotiona  8,  9f  13f  l^f  15  and  16 
and  by  making  aavaral  othar  ainor  ohangaa. 

Subaaotion  (a)  would  rapaal  aaotiona  8,  9f  13f  l^t  15  and 
16.  Rapaal  of  aaotion  8  (Prohibition  againat  Kiokbaoka  and 
Unaarnad  Faaa)  ia  propoaad  for  two  raaaona.  Pirat,  tha 
Dapartaant  haa  found  that  tha  abuaaa  aaaooiatad  with  diraot 
oaah  payaanta  or  kiokbaoka  do  not  ooour  ao  fraquantly  on  a 
nationwida  baaia  aa  to  warrant  a  Padaral  oriainal  atatuta  and 
panalty.  Saoond,  davalopaanta  in  tha  aattlaaant  aarvioa 
induatriaa  in  raoant  yaara  indieata  that  thia  proviaion  aay 
iapada  tha  avolution  of  naw,  innovativa  aathoda  for  tha 
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d«llv«ry  of  ••ttloaent  ••nrieos,  sueb  ••  tb«  Toluotary 
paokaging  of  aueb  sorTicos.  vbieii  aay  altioataly  lovar 
consuaer  costs. 

Section  9  (proliibitiDg  sollar-roqairod  U90  of  • 
particular  title  coapaoy)  is  proposed  for  ropoal  fCBU90  tiM 
Dopartaent  has  mefr  boos  ablo  to  i4ofitifjr  •  •i^oifioaot  abcioo 
of  the  cofisiwer  lo  tbe  area  of  sollor-^soXoetioo  of  tbo  titio 
insurer.     Ubile  developers  slgbt  pe**  os  tbe  eoet  of  bloftltet 
mortgage  title  work  direct Ij  to  eofioitaero  by  reforrlAg  or 
requiring  use  of  tbe  title  eoBpesy  doi*g  tbe  tlMAkot  0ortfoge 
searcb,   s«»eb  costs  are  isTsrlafcly  peeeed  oa  to  tbe  eofteiMitrf 
in  any  event.     Moreover,   diffieylt  title  probloM^  ebleb  tbe 
project  l&eurer  Is  trilling  to  Ineus-e  agalfiot  beCMMd  it  b#e 
tboroBi;toly  exaslnei:  tbe  Beoord,  el^bt  bee  age  Oft  e»(ie|^loc>  eft 
esotber  eoav>asy*e  policies.     Tble  aoj  frtietrete  eettl^Oftoot 
anseeesserlly  . 

Seclloiis  13«   1A  atKti  '^  r^2Mt^  to  OoPOOotrotl'ftDe  #f«d 
rofiorts  aitilsii  beve  beexi  oflp^leted^  muC  ere  bei«g  roipesi^  #e 

eixeolete.     Fitallj^  eectlot.  H  t^l^lcig  to  t^  ^urledlctl^ 
etf^  C^aurls)  Is  belx«  rcfpesOed.  beceiiee  tbe  roy^X  ^  eectloos  ^ 
as^  (  amiuf  a»«e  i.t  TTTlfi^lees . 

^utneecl^^ms   It)  and   U)  flf  tbe  Aot  jw«e  «fiflf'pnili4g 

flbau^es  ^  tbe  Assise  purpoeee  muc  ibef^iAlt^ofis  ^ooeol^nec  !»/ 

t^K  repeeus  Ix  euneeotlor.   ta  >  • 
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Subsection  (d)  would  uiond  ••otion  4(b)  of  tb«  Aot  to 
dolete  the  requlroaent  that  th«  borrower  be  peraitted  to 
ezanlne  the  settlenent  fora  the  day  before  aettleaent.  The 
DepartBent*a  experience  indicated  few  conauaera  took  advantage 
of  this  disclosure  opportunity  and  aany  received  the 
information  fron  cloaing  agenta  voluntarily.  Additionally, 
the  Good  Faith  Estisates  disclosures  required  by  section  5(c) 
of  RESPA  have  proven  sufficiently  accurate  to  give  a  general 
idea  of  the  total  coat  of  aettlenent.  Therefore,  aliaination 
of  this  requirenent  would  not  have  an  injurioua  effaot  on 
consuners,  but  would  renove  the  Federal  governaent  froa  one 
aspect  of  residential  real  estate  transactions. 

Subsection  (e)  anends  section  5   of  the  Act  relating  to 
distribution  of  booklets  to  clarify  the  law  and  to  reflect  tha 
existing  practice  of  the  Departnent  of  furnishing  only  the 
text  for  the  booklet  while  the  lenders  thenselves  purchase  the 
booklets  from  vendors. 

Subsection  (f)  sakes  a  technical  change  in  section  10  of 
the  Act  (Escrow  Accounts),  relating  to  escrow  collection.  In 
a  very  few  circunstances  (prinarily  involving  real  eatate 
taxes),  the  existing  statutory  fornula  for  the  prepayaent  of 
taxes  and  insurance  has  provided  insufficient  funds  to  aeet 
the  obligation  when  it  first  coses  due  after  cloaing.  Tha 
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■■imiat  — li  piralt  •  mb  to  »•  Mtll«et«tf  Mf fieiaat  to 

•▼old  a 


SvbscetiM  (g>  Is  m  t«c»mie«l  aaestfBMt  to  Metloo  12  of 
tte  let.  «Klctl^  m  r^fTtmcm  to  Metloo  (•  nftlcfe  tea  olrootff 
boco  repealed. 

SeetioK  323  vodt  un€  seetlos   104(a)  of  tba  looaiac  a»« 
trtaa  Pcvelef«eat  lot  mt  IfM  to  alisloato  all  rwm4i^  for  sraota 
a&d  eoBtracts  aater  t^o  looalac  Com— Hag  Aaalataaeo  Frocrao  aa4 
Oliver  actlTitles  af«ciriod  is  t^at  oaetloo.     la  tM.s  r^g^rtn   t*c 
Seerclarj"8  mstinorltj  to  aaiu  grasts  or  eoatraet  for  kooslsc 
eoosocllJEif  a&t  otber  aetlTitles  as  airtborlzotf  bf  aoetloa  106(a) 
wosle  t»e  slrlckos.     Tba  asti»erizatloa  for  appropriatiooa  aader 
10ila'>13'^  for  aoosli^  eof&sellAf  oosld  be  ropealod. 
Aacltlosally.   sectioK  ICKc)  of  tte  Aet,   Mfcleto  avtborlxes  bovslsc 
eoBxscllxiC  asslstosec  for  oort^asors  aodor  aectioa  235(1)  or 
235(jM4)   of  loc  ftatloBsl  fiooslsc  A«t.   ooold  be  ropealod. 
Fixiallj,   ooetlfia  23&lt)  of  tbe  ftatlooal  fionalsc  4et.   i*le* 
eirecls  ttae  ^oere^arjr  to  |>roTl#e  bonsiac  eounaellac  to  peraoas 
assls^et  ucoer  tbe  TIUL?  prop^aa,    woult  be  ropealed. 

Localities  eas  use  ott»er  aouroes  of  Federal  roveaues   (sack 
as   rn— III  ity   oevclopoect   tolocK  ^acts  anc!  general  reveaue 
atiarlfig)   tc  fnikd  tbe  activities  specified  Is  tbe  above 
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•uthoriti«9.  Accordingly V  •!!  authority  to  appropriat*  funda  for 
grants  and  contracta  for  thaae  purpoaaa  (including  tha  Houaing 
Counseling  Assistance  Progran)  would  ba  aliainatad.  Bowavar, 
HUD'S  authority  to  provide  inforsation,  advice  and  taohnioal 
aasistance  for  the  purposes  contained  in  these  provisions  would 
renain  unchanged.  For  ezaaple,  HUD  staff  could  continue  to  work 
with  housing  counseling  agencies  that  provide  aortgaga  default 
and  rent  delinquency  counseling  on  a  voluntary  basis.  Tha  HUD 
staff  activity  would  include  approving  counseling  agenciaa  and 
providing  technical  aasistance,  naking  raferrala  of  delinquent 
Bortgagors  to  counseling  agencies,  and  using  counseling  aganciea 
to  help  keep  forbearance  agreements  current.  The  only 
expenditures  to  the  Federal  governnent  under  aection  106(a)  for 
the  provision  of  these  services  would  be  the  salariea  and  related 
ezpenaes  of  the  HUD  employees  involved. 
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Chairman  GoeczALBZ.  Thank  jfoo,  Mr.  Secretary. 

I  regret  Terj  much  thai  at  no  point  have  joa  addreased  yourself 
to  thebOl  that  is  the  basis  of  these  hearings  and  was  introdneed  as 
eariy  as  March  4^  HJL  5731,  which  every  single  memher  on  the 
majority  side  of  this  subcotiimitiee  has  cosponsored. 

TTierefore,  I  will  defer  from  adnng  the  sppcifir  questions  I  m- 
tended  to  a^  and  instead  ask  that  yoa  reqiond  to  them  in  writiog. 

[The  quesciaos  foDow:] 

mw  Cbjummam  GoaoAiMZ 

Qttrrfi€m  1.  I 
timocT.  but  I  don't  wet  hov  liie 
sotve  ihB  profaieoL  Ifr 
tost  is  yigfofp  to  ptvouot 
tTT.  tiie  iJMrtJJM'fiiif  indoBCrj.  wmd  the 
tZQE  netvork  is  Bi^iKJBKtnST  ifduff^dL  vbeb  XiMt  rsoowefy  ooukbb  it 

dostnes.  Wins  ar^  your  timu^ifcB  qb  tiafi.  Mr.  SecRtjsy? 

facmebiiDdess  asd  cK^en  in  tiie  sb^ler  iuduBU*  have  been 


^van.  and  it  r^nrttm  ^  oorrBtSBd  in  a  Sev  iwTttft.  We  iwiicvt  1 
^OD  and  1 1  itj*i  iwf^  laocE  aFC  Xne  ! 

We  are  aireadr  twerng  some  indimtore  that  ^ 
increaaeE  in  faniUkiiig  jieniuifi  and  fapuHuig  siarlB  aod  a  dramatic  <*^^^^»«>**  in  the  i 
of  infiatian  in  the  poar  few  nxxxciK.  Wbes  the  Kataac  becoBafK  nuBfidwrt  tioc  ii 
tion  bae  fiiadij  inen  brou^it  under  ccattroL  micrat  rates  riwnld  dnrftne,  and 
vill  oDoe  again  see  faooaing  produccicm  chn^  back  lo  the  levek  snedad  ix)  keep  j 
viu«  uBotaiid. 

In  tbe  noeantiiDe,  we  are  taking  a  nimdier  of  BbBfB  vo  beip  liie  duster 
Buniiw  ibeae  tMfv^h  ecanomic  tameB,  uang  tinae  reaovBtas  available  id  ue  to  fro- 
Tide  an  jnnnwhaiy  boost  for  bousing  coostructian.  In  liie  last  two  montbs,  we 
awarded  $1S72  bdllian  in  siortgage  purcbaae  oomniitiiientE  under  t^  CtSMA 
Tandem  program,  jiroviding  assistanoe  to  46S  Section  6  urujecib.  We  are  using  Hie 
Financing  A^iu^ment  Fmcuxr  tec^oiique  to  make  odier  Sec&on  ^  prcyecte  eooDomi- 
caDr  fea^k  de^nte  llucuating  interest  rafiK.  We  are  continuing  to  provide  direet 
loaiK  for  ^le  constnictioD  of  eiderhr  and  handicapped  housing  under  the  Section  SOS 
program. 

NevertheieBE,  '^le  AdTnin  istratioD  recogmaee  Hie  aeuerc  prohiemE  aOectnK  con- 
tractoTE.  BubcoutractorE.  and  materia]  suppherE  during  tfaie  interim  penod^  Un- 
douinedhr,  manr  margixad  compamee  will  not  be  idiie  to  compete  during  Hue  period 
wbec  the  ieve]  of  housing  production  iE  down.  But  we  believe  that  the  financia% 
aound  companieE  cart  survive,  and  will  grow  and  prospei  as  housing  oonsferuetion 
picks  up  During  thiE  slow  period,  some  stockpiling  of  building  msta-iak  has  so- 
curred.  and  supplierE  amdouE  to  move  these  materials  out  of  Hieir  waivdiouBes  will 
he^  l»ep  costs  down  The  Departmem  is  doing  its  part  to  hold  Hie  Ime  on  ' 
cosiE  bv  eiiminatmg  unnecesoai'v  rHgutatofy  constramls,  by  smqdifymg 
procedures,  and  by  reducing  the  time  requued  to  obtain  ffiA  :        _  , 

In  summary,  we  believe  that  any  nominal  increase  in  the  cost  of  housing  will  he 
compensated  for  by  reduced  interest  rates  and  more  efficient  housing  productian. 

Quegtum  f .  On  page  6  of  section^^'Sectian  summary  of  the  bill  jfou  explain  Hiat 
the  Bental  Behabilitation  Program  can  provide  oomparahle  nsnimnnrf  to  that  pro- 
vided under  the  Section  S  Moderate  Rphahilitation  Program  to  40  percent  more  Ssm- 
ilieE  and  to  40  percent  more  units  at  the  same  oosL  Would  ymx  please  provide  the 
detaiiE  of  that  analysis  and  show  Hie  comparative  total  cost  over  the  standard  con- 
tract period  for  a  section  8  moderate  rehfl^iilitation  contxact.  Include  in  the  total 
cost  the  estimated  use  of  CDBG  or  other  federal  funds.  What  percentage  of  income 
will  a  family  whose  income  is  35  percent  of  median  or  below  be  likely  to  pay  annu- 
ally over  15  years  umier  both  alternatives? 

Answer  Ihe  basis  for  the  statement  Hiat  the       ntal  li       m  Pi       ar"  ' 

provide  comparable  assistanoe  to  that  provided  i  .  u 

bilitation  Program  to  40  percent  more  femilieE  oum        pbiwcui.  ak%nv  -ue 

same  cost  is  as  foUows. 
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The  Section  8  Moderate  Rehabilitation  Program  is  budgeted  at  $4,580  per  year 
per  unit  for  15  years  (revised  fiscal  year  1982  HUD  budget).  That  is  a  total  budget 
authority  of  $68,700  per  unit.  The  present  value  equivalent  of  15  years  of  payments 
at  $4,580  per  year  (using  a  12  percent  discount  rate)  is  $31,193.76  per  unit.  Modified 
Section  8  certificates  are  budgeted  at  $2,000  per  year.  If  we  assume  a  cost  of  $2,500 
per  year  for  the  modified  certificates  (to  allow  for  some  inflationary  ac^ustment)  the 
present  value  of  15  years  of  modified  certificates  is  $17,027.16.  If  the  $5,000  per  unit 
budgeted  for  rehabilitation  under  the  Rental  Rehabilitation  Program  is  added  to  the 
present  value  of  the  modified  certificate,  the  total  present  value  cost  of  the  unit  re- 
habilitated and  15  years  of  tenant  assistance  is  $22,027.16.  That  is  $9,166.50  leas 
than  the  Moderate  Rehabilitation  unit.  Ten  thousand  units  of  Moderate  Rehabilita- 
tion would  have  a  present  value  cost  of  $311,927,593.  That  same  amount  would  pro- 
duce 14,162  units  in  modified  certificates  under  the  Rental  Rehabilitation  Pro- 
gram— a  42  percent  increase. 

The  above  figures  for  the  Section  8  Moderate  Rehabilitation  Program  do  not  in- 
clude the  use  of  CDBG  or  other  funds.  CDBG  funds  were  often  used  with  the  Section 
8  Moderate  Rehabilitation  Program,  but  the  amount  varied  considerably  from  local- 
ity to  locality,  and  the  Depcurtment  does  not  have  an  accurate  average  figure  for 
CDBG  funds  used. 

In  the  above  comparison,  the  assumption  is  that  the  same  rules  would  be  used  to 
determine  the  percent  of  income  to  be  charged  the  very  low  income  tenant  for  his 
portion  of  the  rent  cost. 

Question  3.  What  analysis  has  the  Department  completed  that  compares  what 
would  happen  to  families  over  a  15-year  period  in  a  tight  rental  mcurket  under  your 
modified  section  8  proposal  and  under  the  existing  Section  8  Program.  What  will 
happen  to  a  family  of  6  whose  income  is  25  percent  of  area  median,  40  percent  of 
median,  or  65  percent  of  area  median? 

Please  compare  the  market  rents,  as  well  as  the  percentage  of  income  that  will 
have  to  be  paid  for  rent. 

Answer.  The  Department  has  done  extensive  analysis  on  the  impact  of  the  modi- 
fied Section  8  proposal  both  on  households  and  on  the  budget.  All  of  our  analyns 
however,  has  been  limited  to  the  first  five  years  of  the  program  because  of  the  many 
uncertainties  that  are  involved  in  longer  projections. 

The  attached  Table  2  presents  a  side-by-side  comparison  of  what  will  happen  to  a 
family  of  6  whose  income  is  25  percent,  40  percent  and  65  percent,  respectively,  of 
area  median.  In  each  case  we  assumed  that  the  family  had  previously  (1982)  been 
assisted  by  the  Section  8  Existing  housing  program  and  had  lived  in  a  unit  that 
rented  at  the  Fair  Market  Rent  (FMR).  We  further  assume  that  the  rent  for  the 
unit  will  increase  with  the  (Ik)nsumer  Price  Index  (dPI).  Table  I  presents  the  year  to 
year  increase  in  the  CPI  that  we  used. 

Incomes  in  1983  and  yearly  changes  to  income  are  shown  in  Table  I.  The  a4JU8ted 
incomes  shown  in  Table  2  assume  that  families  would  have  the  tvpical  deductions  as 
per  the  current  rules.  We  assumed  that  the  rules  would  not  change  over  the  five 
year  period. 

As  requested,  Table  2  presents  the  analysis  for  a  family  of  six.  This  is  not  a  typi- 
cal family.  The  average  household  in  the  Section  8  Existing  housing  program  at  this 
time  contains  less  than  3  persons.  The  first  panel  of  table  2  shows  Uiat  famOies  with 
incomes  at  25  percent  of  median  in  the  two  programs  would  have  almost  identical 
rent  burdens  (the  percentage  of  income  paid  for  rent)  in  1983.  The  difference  widens 
year  by  year  until  there  is  an  11  percent  difference  in  1987.  This  assumes  Uiat  fimii- 
lies  in  the  modified  program  will  remain  in  their  1982  units  throughout  the  five 
years.  Actually,  some  families  will  seek  less  costly  units  on  the  private  market 

The  third  panel  of  Table  2  shows  the  comparison  for  families  with  incomes  at  65 
percent  of  median.  Because  the  subsidy  decreases  as  income  increases,  the  falhiiies 
in  this  group  would  not  get  a  subsidy.  Under  either  program,  they  would  be  able  to 
afford  a  unit  renting  at  the  Fair  Market  Rent  without  government  assistance. 

For  ease  of  presentation,  these  estimates  assume  that  families  in  all  cases  do  not 
receive  income  from  food  stamps.  If  this  were  not  the  case,  the  comparisons  woukl 
not  change  substantially  since  the  additional  income  would  affect  families  under  the 
two  programs  in  almost  the  same  way. 

If  food  stamps  were  included,  family  contributions  as  a  percent  of  income  would 
be  higher  for  both  programs. 
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TABLE  l.-YEAR-TO-YEAR  CHANGES  IN  INCOME  AND  RENTS  USED  IN  ESTIMATES 

[In  percent] 


1983 

1984 

1985 

1986 

1987 

Income  change 

64 

5.6 
5.1 

6.9 
4.8 

6.7 
4.6 

65 

Refit  cuBnge 

6.5 

4.5 
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Question  4.  Do  I  understand  that  the  new  Bental  Rehabilitation  Program  is  to  be 
funded  out  of  the  $4,166  authorized  for  CDBG  and  UDAG  for  fiscal  year  1983  and 
would  in  effect  be  reducing  the  funds  avaiUUe  for  those  purposes  by  $150  million? 

Answer.  The  funding  request  is  not  part  of  the  Block  Grant*  or  the  Urban  Devel- 
opment Action  Grant  authorizatioii.  The  Department  is  proposing  a  S150  million  au- 
thorization and  appropriation  for  the  Rental  Rehabilitation  program,  separate  horn 
the  Community  Development  ^ock  Grant  and  Urban  Devekipment  Action  Grant 
authorizations. 

Question  5.  Would  joa  provide  for  the  record  a  list  of  the  cities  that  would  be 
entitled  to  funds  for  the  Rehalnlitation  Grant  pursuant  to  the  criteria  described  in 
Section  122(bj(l)  and  approximately  how  much  each  city  would  receive  if  $150  mil- 
lion were  appropriated. 

Answer.  HUD  estimates  that  approximately  250  cities  with  a  population  of  50,000 
or  more  and  urban  counties  will  receive  direct  allocations  of  Rental  RehalHlitation 
Program  funds,  with  grants  ranging  in  size  &om  $100,000  to  around  $10  million. 
Most  of  the  cities  expected  to  receive  their  own  grants  will  have  populatkms  in 
excess  of  100,000.  These  allocations  will  utilize  55-60  percent  of  available  funds.  The 
remainder  of  the  monies  will  be  al located  to  each  of  the  states  or,  in  the  event  any 
state  does  not  choose  to  operate  the  program  during  fiscal  year  1983,  HUD  field  of- 
fices. 

HUD  does  not  yet  have  a  specific  Ust  of  cities/counties  to  be  funded  and  the  pro- 
posed grant  amounts.  The  factors  described  in  Section  122(bXl)  differ  from  formula 
elements  used  in  other  Departmental  programs,  and  no  census  nms  have  been  com- 
pleted for  the  proposed  factors.  The  task  of  preparing  and  analyzing  new  data  is 
underway.  HUD  will  provide  the  Committee  with  more  detailed  information  as  soon 
as  the  information  is  available. 

Question  6.  Does  anything  prohibit  an  owner  of  a  building  rehabilitated  with  as- 
sistance from  the  program  from  raising  the  rent  beyond  payment  standard  for  Modi- 
fied Section  8  Certificates  after  the  first  year  and  eventually  to  raise  the  rents  so 
high  that  a  tenant  receiving  Modified  Section  8  assistance  would  be  required  to  pay 
more  than  30  percent  of  his  income  for  rent? 

Answer.  The  purpose  of  the  Rental  Rehabilitation  Program  is  to  increase  the 
supply  of  private  housing,  of  a  decent  quality,  available  in  the  private  market  and 
affordable  to  households  holding  Modified  Section  8  certificates.  The  rehabilitation 
program  will  thus  greatly  facilitate  the  smooth  functioning  of  the  certificate  pro- 
gram. The  Administration's  proposal  for  a  Modified  Certificate  Program  is  the  most 
cost  effective  way  of  meeting  the  housing  needs  of  very  low  income  persons. 

The  program  standard  biult  into  the  Rental  Rehabilitation  Program  which  directs 
that  80  percent  of  the  units  rehabilitated  should  be  affordable  at  market  rents  to 
persons  with  certificates  will  ensure  that  the  vast  msgority  of  housing  units  rehabili- 
tated will,  in  fact,  be  affordable  to  certificate  holders.  We  expect  that  local  govern- 
ments will  assure  that  result  by  selecting  neighborhoods  with  depressed  rental  mar- 
kets in  which  rental  units  meeting  the  standards  of  the  Section  8  Existing  Program, 
in  fact,  have  market  rents  within  the  Section  8  payment  standard.  Rented  increases 
in  those  neighborhoods  will  generally  not  be  at  any  higher  rate  than  general  rental 
increases  in  the  locality  as  a  whole.  It  is  to  be  exp^::ted  that  the  vast  majority  of  the 
units  rehabilitated  will,  over  the  years,  remain  affordable  for  a  long  period  to  certif- 
icate holders. 

Question  7.  What  is  the  average  income  of  homeowners  in  the  urban  homestead- 
ing  program  and  what  is  the  range  of  incomes  of  urban  homesteaders?  How  is  the 
distribution  of  incomes  of  participants  likely  to  change  if  the  Department  requires 
the  pajonent  of  consideration  which  could  be  as  much  as  half  of  the  average  acquisi- 
tion price? 

Answer.  Income  data  on  Urban  Homesteading  is  not  available  for  fiscal  years 
1980  and  1981.  However,  over  the  first  three  years  of  the  demonstration  (1976-1979), 
average  homesteader  incomes  increased  from  just  under  $12,000  for  a  family  of  3.2 
persons  to  almost  $17,000,  reflecting  inflation. 

The  proposed  legislative  amendment  does  not  require  the  payment  of  considera- 
tion for  properties  acquired  through  the  Urban  Homesteading  Program.  It  would 
permit  the  payment  of  consideration,  based  upon  the  value  of  the  prooerty,  the  level 
of  rehabilitation  required,  and  the  income  of  the  homesteader,  theroby  eliminating 
the  unnecessarilv  high  subsidy  to  middle  income  homesteaders.  As  proposed,  we  do 
not  think  that  the  distribution  of  incomes  of  participants  would  change  significant- 
ly. 

Question  8.  What  will  the  impact  be  on  the  amount  of  rent  a  tenant  will  have  to 
pay  in  relation  to  their  income  for  the  60,615  families  now  receiving  i  -'*- 
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under  the  regular  section  8  existing  program  if  they  are  transferred  to  the  modified 
section  8  certificate  program? 

Answer.  The  law,  as  proposed,  will  limit  the  increase  in  rent  that  a  tenant  will 
have  to  pay  to  20  percent  in  any  one  year.  A  typical  family  in  the  modified  program 
will  have  a  1983  rent  burden  only  one  percentage  point  greater  than  they  would 
have  had  if  they  had  stayed  in  the  section  8  existing  program. 

Question  9.  Why  couldn't  it  be  possible  under  the  existing  section  8  program  to 
develop  an  incentive  to  encourage  families  to  find  rental  units  that  cost  less  than 
the  applicable  fair  market  rent? 

Answer.  This  is  what  we  have  done.  The  modified  section  8  existing  program  is 
simply  an  extension  of  the  present  section  8  existing  housing  program  with  a  very 
strong  "shopping  incentive". 

Other  types  of  incentives  are  possible  and  one  was  tried  when  the  program  was 
initiated  in  1974.  That  incentive  shared  the  cost  savings  that  were  obtained  when  a 
tenant  rented  below  the  FMR  between  the  government  and  the  family.  The  incen- 
tive was  presented  in  a  very  complicated  fashion.  Research  showed  that  most  PHAs 
and  tenants  didn't  understand  the  incentive  or  use  it. 

The  present  modification  uses  the  same  formula  that  was  shown  to  be  very  suc- 
cessful in  the  Experimental  Housing  Allowance  Program  (EHAP). 

Question  10.  Why  is  your  justification  for  not  increasing  the  amount  of  assistance 
provided  to  a  family  over  a  5-year  period  in  your  modified  section  8  proposal?  Are 
you  assuming  rents  won't  increase,  that  a  low-income  tenant's  income  wul  keep  up 
with  any  rent  increases?  What  happens  if  a  family's  income  decreases  during  those 
five  years? 

Answer.  Our  primary  consideration  in  drafting  the  modified  Section  8  proposal 
was  budget  responsibility.  In  order  to  subsidize  the  full  number  of  units  that  are 
projected  within  budget  estimates  for  the  five  year  term  of  the  annual  contribution 
contract,  it  was  necessary  to  place  a  ceiling  on  the  maximum  subsidy  that  a  family 
could  receive.  This  ceiling  is  the  maximum  amount  that  a  family  is  entitled  to  when 
it  first  enrolls. 

As  our  response  to  question  3  shows,  the  program  has  a  provision  which  limits  the 
increase  in  a  previously  assisted  tenant's  contribution  to  rent  to  20  percent  per  year. 
This  will  protect  families  from  large  increases  in  their  rent  when  they  transfer  from 
the  Section  8  Existing  housing  program. 

We  make  no  assumptions  concerning  rents  and  incomes.  In  all  likelihood  rents 
will  continue  to  rise  and  they  may  or  may  not  outstrip  the  increases  that  may  occur 
in  tenants'  incomes.  One  of  the  strengths  of  this  proposal  is  that  it  allows  tenants  to 
rent  above  or  below  the  payment  standard  as  they  see  fit.  In  the  face  of  a  subai4y 
ceiling  and  rising  rents,  many  tenants  may  be  prompted  to  make  an  extra  effort  to 
find  standard  units  renting  below  the  payment  standard.  This  will  keep  their  contri- 
bution to  rent  low. 

The  subsidy  cannot  increase  above  the  amount  a  family  is  entitled  to  at  enroll- 
ment. If  the  family's  income  increases  relative  to  rents,  the  subsidy  will  go  down.  If 
at  a  later  point  the  family's  income  decreases  again,  the  subsidy  can  again  rise,  but 
only  to  the  point  where  it  is  equal  to  the  amount  the  family  was  entitled  to  at  en- 
rollment. 

Question  11.  You  state  that  the  Administration's  program  will  increase  the 
number  of  subsidized  households  from  3.3  million  to  3.8  million  by  the  end  of  fiscal 
year  1985.  This  is  an  increase  of  roughly  166,000  units  per  year  for  the  next  3  years. 
Aren't  most  of  these  units  those  already  in  the  pipeline? 

Excluding  these,  how  many  new  units  will  your  proposals  add  to  the  housing 
stock? 

Answer.  Except  as  noted  below,  the  increase  in  the  number  of  subsidind  house- 
holds from  .S.3  million  to  3.8  million  by  the  end  of  1985  will  come  entirely  from  units 
now  under  reservation.  The  3.8  million  household  estimate  was  derived  by  taking 
the  current  number  of  units  under  reservation  less  an  assumed  level  of  project  can- 
cellations and  fallout  during  1982-1985.  While  the  bulk  of  the  Department's  subsi- 
dized housing  activity  after  1983  will  be  the  conversion  of  units  to  the  new  modified 
certificate  program,  our  budget  also  assumes  funding  for  new  units  under  two  cate- 
gories: Section  8  will  be  used  in  conjunction  with  new  Section  202  projects  and  with 
the  Rental  Rehabilitation  initiative.  The  table  below  indicates  projected  number  of 
units  reser\'ed  under  these  two  categories  during  this  period. 
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Question  ]±  A  muhitade  <tf  pmbkms  have  been  caused  bw  the  decision  to  Unk 
section  S  0G6t  increases  to  T%«  percent  annoaDT.  Jid  recenUr  I  have  learned  chat 
two  pitycts  that  reoerred  prptirninarT  reserratioBS  in  Id^  firm  commitments  for 
FHA  insurance  in  January  1^82  and  wesv  saooessfni  in  the  recent  tandem  fotterr 
will  DOC  proceed  because  fk  the  7^  percent  limitatinn  unless  one  nonprofit  sponsor 
raises  an  additional  ITT.OCO  and  the  second  noi^vofit  sponsor  raises  an  adifitioBal 
$600,000  Each  of  these  projects  ha^  aiso  reoesi«d  o««r  MKIOOO  in  CDBG  funds. 
There  is  clevlj  a  wide  discrepancv  Uiiaeen  the  mortgage  amount  FHA  determined 
was  appropriate  for.  insurance  purposes  and  the  mortgage  amount  that  is  support- 
able under  the  Section  S  contract.  Sureir  it  is  inappropriate,  this  late  in  the  process. 
to  change  Departmental  poiicy  and  to  threaten  the  construction  of  badly  needed 
projects.  What  will  you  be  dckng  to  solve  this  and  odii»-  proUems  caused  by  the  ap- 
plication of  the  7*4  percent  cost  containment  provision. 

Answer.  The  Department  reoogni«5  that  the  imposition  of  cost  containment 
standards  will  cause  difficulty  for  ^misors  who  were  used  to  the  more  open-handed 
way  that  Section  S  was  administered  in  the  past.  Nevntheless,  our  Administration 
is  committed  to  bringing  the  cost  of  the  housing  subsidy  program  under  control. 
Limitations  on  cost<nnerruns  are  one  of  the  ways  we  can  adiieve  this  goal. 

Question  IS.  There  have  been  a  number  of  instances  latdy  where  the  Oommittee 
has  expressed  its  concern  that  the  Department  has  been  changing  pcdides  via  field 
notice  or  memorandum  v^iich  perhaps  should  be  more  appropriately  dealt  with 
through  the  formal  rule-making  process. 

This  was  the  situation  that  prompted  our  recent  hearing  on  the  Section  202  Pro- 
gram,  as  one  example  .Another  instance  which  comes  to  mind  is  the  Department's 
current  efforts  to  alter  the  public  housing  operating  subsidv  formula  to  meet  the 
shortfaU  for  1982. 

A  l^al  opinion  prepared  for  the  Subcommittee  indicates  that  the  courts  have  de- 
termined that  when  an  agency  action  affects  the  rights  and  interests  of  parties^  the 
agency  must  follow  the  rulemaking  procedures  of  the  Administrative  Procedures 
Act.  HUD  has  by  its  own  regulations  declared  that  it  is  subject  to  the  APA.  What 
guidelines  does  HUD  use  to  ensure  that  its  actions  which  afiect  the  rights  and  inter* 
ests  of  parties  are  carried  out  according  to  requirements  of  the  Administrative  Pro- 
cedures Act?  Have  these  guidelines  been  distributed  to  the  various  office  within 
HUD? 

Answer.  The  general  guidelines  that  assure  the  Departments  compliance  with  the 
Administrative  Procedure  Act  (APAi  are  set  forth  in  24  CFR  Part  10.  Further,  more 
specific  guidelines  for  determining  what  are  APA  covered  actions — i.e.,  whether  a 
Def>artmental  action  is  one  for  which  rulemaking  procedures  are  required — are  con- 
tained in  HUD  Handbook  010.1,  which  has  been  distributed  to  all  program  offices  in 
HUD.  Generally,  HUD  policy  requires  that  virtually  all  of  the  Department  s  sub- 
stantive policies  for  the  programs  it  administers,  procedural  requirements  whidi 
must  be  met  in  order  to  participate  in  the  programs,  and  ms^r  interpretations  of 
program  policies  or  procedures  which  are  of  general  applic^ility  be  published  in 
the  Federal  Register.  Issuances  not  published  in  the  Federal  Roister  may  elaborate 
or  expand  upon  the  published  materials  but  may  not  modify  the  substance  of  those 
published  materials  or  establish  new  program  policies,  requirements  or  procedures. 

Question  H.  You  are  projecting  a  decrease  in  the  average  per  unit  cost  figure  for 
Section  202  from  $57,550  in  1982  to  $45,352  in  1983.  Could  you  provide  the  Commit- 
tee with  a  detailed  analysis  of  how  these  cost  savings  are  to  be  achieved?  What  por- 
tion of  this  projected  $12,200  per  unit  cost  savings  is  attributable  to  each  of  the  spe- 
cific cost  containment  proposals? 

Answer.  The  1983  Budget  assumes  an  average  unit  cost  for  the  Section  202  pro- 
gram for  Fiscal  Year  1982  of  $48,300,  and  for  Fiscal  Year  1983  the  estimate  is 
$42,300.  The  lower  estimate  for  Fiscal  Year  1983  reflects  HUD  internal  require- 
ments concerning  amenities,  which  would  reduce  the  average  unit  cost  by  12.5  per- 
cent. 

The  $6,000  per  unit  difference  between  the  Fiscal  Year  1982  and  Fiscal  Year 
estimates  reflects  HUD's  policies  regarding  cost  containment  and  modest  < 
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Our  cost  containment  procedures  do  not  mean  that  HUD  tolerates  cheap  construc- 
tion, poor  workmanship  or  inadequate  design.  It  means  that  every  proposal  must  be 
carefully  examined  to  assure  that  the  design  is  not  excessive  in  terms  of  amenities 
and  cost  of  materials.  Excessive  amenities  include  such  items  as  bowling  alleys, 
swimming  pools,  saunas,  Jacuzzis,  balconies,  atriums,  dishwashers  and  individual 
unit  trash  compactors. 

The  cost  containment  savings  of  $6,000  reflects  an  average  for  various  projects. 
Because  different  projects  will  incorporate  different  cost  containment  items  and 
project  size  will  vary,  the  savings  per  unit  will  also  vary.  Therefore,  it  is  not  possible 
to  attribute  unit  cost  savings  to  each  speciflc  cost  containment  proposal. 

Question  15.  Could  you  provide  the  Subcommittee  with  an  estimate  of  how  many 
assisted  housing  units  are  necessary  as  a  result  of  court  ordered  settlements  or  setp 
tlements  between  HUD  and  local  communities  arising  from  HAP  compliance  under 
the  CDBG  program?  Are  the  units  needed  to  meet  these  court  requirements  and 
other  HUD  settlements  included  in  your  Fiscal  Year  1983  proposals?  If  they  are  not, 
why  not,  and  how  do  you  then  propose  these  settlements  will  be  met? 

Answer.  Based  on  recent  trends,  we  would  expect  to  provide  assistance  for  ap- 
proximately 700  units  as  a  result  of  court-order^  settlements  and  another  800  to 
900  units  for  settlements  to  achieve  HAP  compliance  during  Fiscal  Year  19^.  As- 
suming no  megor  new  litigation  or  other  changes  in  these  trends,  the  Department 
should  have  no  difficulty  in  providing  this  assistance  from  recaptures  of  existing 
contract  and  budget  authority. 

Question  16.  For  those  uninsured  236  projects  covered  by  Rent  Assistance  Pay- 
ments (RAP),  what  source  will  be  used  to  cover  cost  increases? 

Answer.  The  budget  assumes  that  State  agencies  which  have  financed  the  unin- 
sured Section  236  projects  will  be  responsible  for  meeting  any  necessary  cost  in- 
creases beginning  in  Fiscal  Year  1983. 

Question  17.  k  number  of  rent  supplement  projects  are  in  financial  difficulty  as  a 
result  of  unfunded  Fiscal  Year  1981  rent  supplement  shortfalls.  The  Administration 
plans  to  convert  the  insured  projects  to  Section  8  whereas  the  uninsured  state 
agency  projects  will  not  be  funded.  How  does  the  Department  plan  to  take  care  of 
the  uninsured  Rent  Supplement  projects  over  the  long  term? 

Answer.  The  budget  assumes  that  the  appropriate  state  housing  agency  will  be 
responsible  for  funding  any  necessary  cost  increases  in  uninsured  Rent  Supplement 
projects  after  1983. 

Question  18.  At  one  time  the  Department  was  considering  converting  RAP  proj- 
ects to  Section  8  and  using  the  RAP  assistance  to  assist  uninsured  projects.  Have 
you  abandoned  this  approach  and  if  so,  why? 

Answer.  The  Department  believes  the  funding  of  amendments  for  uninsured  State 
Agency  projects  is  a  responsibility  of  the  State  Agency,  not  HUD. 

Question  19.  Would  you  have  the  Department's  housing  and  legal  staf&  review  the 
new  rental  production  program  contained  in  H.R.  5731  and  provide  the  Subcommit- 
tee with  a  technical  and  legal  analysis  as  to  its  provisions? 

Answer.  Part  B  of  title  III  would  authorize  the  appropriation  of  $1.3  billi(m  to 
States  and  local  governments  to  stimulate  the  construction  and  rehabilitation  of 
multifamily  housing  projects  and  cooperative  projects. 

While  the  Department  has  not  had  sufficient  time  to  complete  a  technical  and 
legal  analysis  of  the  bill  we  do  have  some  initial  comments  regarding  it  Generally 
the  Administration  opposes  narrow  purpose  legislation,  such  as  this,  which  author- 
izes the  expenditure  of  signiflcant  amounts  of  Federal  revenues  and  adversely  idT- 
fects  the  economy  by  adding  to  the  budget  deflcit.  The  best  way  to  stimulate  greater 
production  of  housing  is  to  reduce  the  cost  of  borrowing  money  either  to  construct 
or  to  purchase  housing.  Moreover,  to  the  extent  the  bill  is  intended  to  assist  lower 
income  families,  subsidized  new  construction  is  the  less  cost  effective  means  of  pro> 
viding  such  assistance.  On  the  other  hand  the  Administration  bill,  H.R.  6020,  strikes 
the  proper  balance  between  increasing  the  availability  of  multifamily  housing  and 
maintaining  overall  Federal  fiscal  integrity.  The  Rental  Rehabilitation  Program  ini- 
tiative will  help  preserve  the  nation's  housing  stock  in  low-and-moderate  income 
neighborhoods  while  the  new  modified  Section  8  Existing  Housing  Program  will 
bridge  the  "affordability  gap"  for  very  low-income  renters  in  the  private  market  at 
a  much  lower  cost  than  subsidized  new  construction. 

Question  20.  The  new  rental  production  program  contained  in  H.R  5731  contains 
various  eligibility  criteria  including  extent  and  change  in  the  level  of  poverty,  hous- 
ing overcrowding,  the  amount  and  duration  of  rental  housing  vacancies,  the  amount 
of  substandard  rental  housing,  and  the  extent  of  rental  housing  production  lag. 
Based  on  these  criteria,  could  HUD  provide  the  Subcommittee  with  an  analysis  of 
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wtndi  areas  wamid  be  efisUe  oBder  these  crsteria?  Dd  joq  have  anj  i 
» as  to  oditer  critena  linK  vooli  be  appraprnce? 

We  do  O0(  haiv  ti»  kJufaliy  at  thk  tiMC  It  will  be  i 

QmittiiM  IL  Oicr  the  last  srvcnS  ?>ean^  HUD  bas  pronded  i 
antfaaritT  for  ose  oBder  the  "loan  maaagemaar  prqgnBHL  TIub 
rental  av^siain'e  ibr  HUD-ssBcred  t*^ya-^  sbM  aiv  in  aone  iini  of  1 
cnhj,  and  viadi  can't  be  asEined  i wiib  ii  the  Troabled  Piraiects  Ptragram.  I 
that  ia  your  badpet  pnyiari  iar  IS3  tbere  is  bo  laentiow  qf  a  F 
asidei  Thope  tins  is  menir  as  m>mJgfA  on  HUD's  part  ; 
poiky.  sinoe  h.  seesas  id  me  to  aaake  rtmhmtt  sense  to  l 

lipfaulting  and  caosins  lasses  to  tbe  FHA  FummL  WhM  are  the  DeparUnoirs  l 
ior  the  loss  BaBaeemeot  actzriaes  Sor  1963?  What  are  jpoot  proyectiQBS  fcr  the  i 
ibr  Section  «  ■«  in  larf  aaon^  these  ptcfecte  in  1963,  and  will  jran  be  Bsakins  mqt 
Sectaon  g  auUMMiii  a^ailahle  to  lahe  cage  af  these  pi  Pfectg? 

Answer.  The  DepartaKBt  intends  to  cantqt  all  iuwued  rent  mnpplfmfnf  and  RAP 
ptyctfe  daring  1983-lS^  This  viD  mesoi  a  sipiificant  redactaon  to  the  nunber  of 
imitB  potentiaDT  eb^bikt  for  direct  loan  miiniyiufnf  awiiftanre  HUD  does  not 
intend  to  make  available  anj  additaQBal  Secdoo  8  ■fffiritwuff  in  order  to  *liail  onl"^ 
^'*^***  nMored  ptofeds.  The  budget  assomes  that  an  unproved  eoonomic  cnTtron- 
nient,  combined  vitb  better  w»ai  i  i^>nM*nt  And  higlwn  rents  vhere  neoesBary,  will 
miwiiwM^  the  -M-i>*—  of  claims  thai  might  otherwise  occur  from  a  £ulare  to  provide 
additional  Secdoo  §  wubskftps  ibr  these  proj^ecls. 

QmittitM  22. 1  ondentand  HUD  has  jnst  leceiyed  a  preHminarr  research  report  on 
the  oomparatzve  long-term  oosa  of  public  honsing  and  Secdoo  8  new  oonstructioo.  I 
also  ondereUnd  thai  the  report  shows  that  if  tlKse  programs  are  compared  on  the 
basis  of  development  oasts,  as  well  as  loog4erm  operating  ooste.  Section  8  new  oon- 
straction  is  the  better  program.  Would  you  comment  on  these  findings  and  pio^ide 
OS  a  copy  of  the  preliminary  report? 

Answer.  The  stodr  referenced  in  your  question  is  The  Costs  of  HUD  Muhi-fiunily 
Programs:  A  Statisdral  Analysis  of  Devekipment,  Financing,  and  Subsidy  Eipendi- 
toies.'^  The  draft  is  sdD  being  rerised.  and  it  is  not  possfi^  to  ptoride  a  copy  at  this 
time.  However,  at  the  request  of  Senator  Armstrong  of  Ck>kirada  a  report  is  current- 
ly being  prepared  regarding  the  development  and  long-term  subsidy  costs  of  housing 
subsidy  prograns,  and  we  will  be  relying  heavily  on  the  draft  sUxiy  in  preparing 
that  leporL 

Que^ian  2S.  Section  309  of  the  FNMA  Charter  Act  requires  the  HUD  Secretaiy  to 
review  the  finanrial  operaticms  of  Fannie  Mae  and  undertake  a  study  of  the  extent 
to  whidi  its  activities  meet  the  purposes  of  its  charter  act  This  sdidy  was  to  be 
transmitted  to  the  Congress  by  July  1,  197g. 

h  is  my  understanding  that  this  study  has  never  been  transmitted  to  the  Con- 
gress. Whal  is  the  status  of  this  report  and  when  will  it  be  submitted  to  the  Con- 


Answer.  Section  a09(h)  of  the  FS^AA  Charttt^  Act  was  amended  in  1977  to  require 
the  Secretary  to  conduct  a  special  review  of  the  financial  operations  of  FNMA  and 
to  study  the  extent  to  whidi  FNMA  s  activities  were  meetang  the  purposes  of  the 
Charter  Act.  The  legislative  history  is  sil«it  as  to  what  prompted  this  requested  in- 
quiry. The  review  and  study  report  were  to  have  been  completed  and  transmitted  to 
dw  Congress  on  or  b^oie  July  1,  1978.  Tliis  requirement  was  added  by  Section 
408(ci  of  Public  Law  95-128,  api»oved  October  12,  1977.  Tht  review  itself  was  com- 
pleted in  1978,  and  although  several  drafts  of  the  study  report  had  been  prepared  by 
early  1980,  a  final  report  was  not  completed  or  transmitted  to  Congress.  T^  current 
Administration  has  no  knowledge  whether  the  choioe  not  to  transmit  a  final  report 
was  deliberate  or,  if  so,  what  considerations  entered  into  that  dioioe. 

Since  early  1980  there  have  been  great  changes  in  the  housing  industry  and  the 
secondary  mortgage  market.  The  facts  and  assumptions  prevalent  in  1977  about  fi- 
nance in  general  and  about  FNMA's  operation  in  particular  are  no  longer  \'alid. 

Under  new  leader^p  FNMA  recently  has  undertaken  a  number  of  new  financing 
initiatives  to  liable  it  effectively  to  serve  the  interests  of  horodt>uyer8  in  a  changing 
marketplace  while  stabilizing  and  increasing  its  corporate  revenues.  The  work  that 
was  done  in  1977  and  1978  in  studving  and  reviewing  FNMA's  operations  as  then 
conducted  would  no  longer  be  useml.  A  new  study  of  the  financial  operations  of 
FNMA  would  obviously  require  a  ms^r  outside  contract  j       cc      1  be  ve  of 

FNMA  6  continuing  efforts  to  re-establish  profitability  aitu       a  i      j 
The  Department  therefore  recommends  against  any  renewal  m 
dertake  this  study. 
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Question  24.  Over  $21  million  has  been  appropriated  for  the  Solar  and  Energy 
Conservation  Bank  but  HUD  has  yet  to  issue  regulations.  The  Comptroller  General 
issued  a  report  on  January  25,  1981,  stating  that  because  of  the  mandatory  alloca- 
tion requirements  of  that  program,  section  1001(4)  of  the  Impoundment  Control  Act 
precludes  the  application  of  the  Act  to  support  the  deferral  A  similar  argument  ap- 
plies to  a  rescission  request.  Given  this  analysis,  what  steps  are  you  taking  to  imple- 
ment the  program  as  required  by  law? 

Answer.  The  HUD  Appropriation  Act  of  Fiscal  Year  1982  (Pub.  L.  97-101,  enacted 
December  23,  1981)  provides  $21,850,000  to  implement  the  Solar  Energy  and  Enei^gy 
Conservation  Bank  program.  On  February  5,  1982,  the  President  proposed  a  rescis- 
sion of  these  funds.  Rescission  Proposal  No.  R82-22,  H.  Doc.  97-140,  p.  27.  The  45- 
day  period  during  which  funds  covered  by  a  rescission  request  may  be  withheld 
from  obligations  expired  on  April  23,  1982,  and  the  funds  appropriated  were  appor- 
tioned for  use  by  0MB  on  April  26.  Secretary  Pierce  has  designated  Robert  Karpe, 
President  of  the  Grovernment  National  Mortgage  Association,  as  Manager  of  the 
Bank,  empowered  to  exercise  the  functions  of  the  President  of  the  Bank  pending 
nomination  and  confirmation  of  a  Bank  President.  As  Manager,  Mr.  Karpe  is  over- 
seeing the  development  of  a  Bank  program  appropriate  to  the  appropriation  level 
for  presentation  to  the  Bank's  Board  of  Directors  and  implementation. 

Generally,  funds  proposed  for  rescission  or  deferral  under  the  Impoundment  Con- 
trol Act  of  1974  are  withheld  from  obligation  during  the  45-day  period.  The  Comp- 
troller General  has  acknowledged  the  propriety  of  this  practice  under  normal  cir 
cumstances  in  the  past.  54  Comp.  Gen.  453(1974).  An  exception  to  the  general  rule 
would  be  an  impoundment  of  funds  authorized  by  a  mandatory  spending  statute  as 
described  in  the  so-called  "fourth  disclaimer"  of  the  Impoundment  Control  Act,  31 
U.S.C.  Section  1400(4).  The  Comptroller  General  has  acknowledged  that  the  Office  of 
Management  and  Budget  does  not  concur  in  his  interpretation  of  the  scope  of  the 
"fourth  disclaimer."  Having  complied  with  the  Impoundment  Control  Act's  require- 
ments and  absent  any  knowledge  of  a  violation  of  a  related  statute,  we  believe  the 
impoundment  during  the  45-day  period  was  in  accordance  with  law. 

Question  25.  Pursuant  to  the  Federal  National  Mortgage  Association's  Charter 
Act,  the  Secretary  of  HUD  has  regulatory  authority  over  Fannie  Mae.  Section  309  of 
the  Charter  Act  provides  the  Secretary  with  the  authority  to  examine  and  audit 
Fannie  Mae's  books  and  financial  transactions.  It  also  provides  that  he  may  require 
Fannie  Mae  to  make  such  reports  on  its  activities  as  he  deems  advisable. 

What  steps  has  HUD  taken  during  your  Administration  to  review  Fannie  Mae's 
financial  operations,  and  what  financial  reporting  have  you  required  of  Fannie 
Mae? 

Answer.  Section  309(h)  of  the  FNMA  Charter  Act  grants  the  Secretary  of  HUD 
the  power  to  make  rules  and  regulations  concerning  FNMA  and  to  require  FNMA 
to  make  such  reports  on  its  activities  as  the  Secretary  deems  advisable.  Pursuant  to 
this  authority,  and  following  the  completion  of  the  Departmental  review  of  FNBAA's 
operations  under  Section  309(h),  regulations  were  adopted  on  September  14,  1978 
which  require  certain  reports  from  FNMA  concerning  its  financial  operations.  Spe- 
cifically, 24  CFR  Section  81.22  requires  FNMA  to  submit  annually  a  business  activi- 
ties report,  and  24  C.F.R.  Section  81.23  specifies  nine  additional  reports  which  must 
be  submitted  by  FNMA.  These  reports  continue  to  be  analyzed  by  HUD  staff  to  de- 
termine whether  or  not  the  purposes  of  the  Charter  Act  are  being  accomplished.  Al- 
though  the  Secretary  has  the  authority  to  examine  and  audit  FNMA's  books  and 
financial  transactions,  he  is  satisfied  that  the  financial  reports  presently  required 
by  FNMA  enable  him  adequately  to  review  FNMA's  operations. 

In  addition,  numerous  meetings  have  been  held  with  FNMA  to  discuss  FNMA's 
current  affairs,  particularly  in  connection  with  requests  for  approval  of  new  FNMA 
program  initiatives  as  well  as  the  FNMA  Chairman's  desire  to  keep  HUD  informed 
of  FNMA's  position.  These  contacts  have  supplemented  the  information  contained 
in  the  formal  reports  and  have  kept  the  Department  abreast  of  FNMA's  financial 
status. 

Question  26.  I  have  received  your  letter  of  March  18  in  which  you  inform  the  Sub- 
committee  that  the  study  of  alternative  methods  for  allocating  operating  subsidies 
requested  in  last  year  s  Reconciliation  bill  will  not  be  submitted  on  time. 

My  recollection  is  that  the  Congress  specifically  requested  the  study  by  March  1 
of  this  year  so  that  it  could  develop  better  and  more  efficient  approach  to  fundiiig 
operating  subsidies  this  year. 

We  are  faced  with  a  situation  where  operating  subsidy  costs  are  escalating,  and 
where  this  Administration  has  refused  to  face  the  reality  of  these  costs.  We  vn  the 
Congress  feel  the  time  is  long  overdue  to  address  this  problem. 
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The  Subcommittee  will  be  marking  up  its  legislation  the  end  of  April  and  we  plan 
to  legislate  with  regard  to  the  operating  subsidy  funding.  This  study  would,  of 
course,  be  invaluable  to  us  in  that  effort. 

Will  this  study  be  available  to  the  Subcommittee  by  April  15  so  that  we  can  use 
its  findings  as  a  basis  for  legislating  as  we  had  intended? 

Answer.  The  PHA  Operating  Cost  Study  has  been  drafted  and  is  now  undergoing 
clearance.  It  provides  an  anal3rsis  of  several  long  term  alternatives  for  allocating  op- 
erating subsidies  for  the  public  housing  program.  However,  you  should  know  that 
the  research  is  not  of  immediate  value  for  the  analysis  of  the  operating  subsidies 
required  for  this  year.  One  reason  for  this  is  that  the  budget  estimates  used  in  eval- 
uating the  alternatives  are  stated  in  1980  dollars  and  assume  the  full  phase-in  of  30 
percent  of  income  as  a  rent  contribution  by  tenants.  The  resulting  comparison  be- 
tween possible  alternative  subsidy  systems  are  therefore  internally  consistent,  but 
not  stated  in  terms  which  are  relevant  to  current  budget  discussions  for  fiscal  1983. 

Question  27.  Currently  HUD  regulations  allow  public  housing  authorities  to  re- 
quest year-end  adjustments  in  utilities  expense  levels  where  the  PHA's  costs  differ 
from  the  estimate.  However,  I  understand  that  HUD  is  requiring  each  PHA  when 
they  receive  their  final  pa3rment  for  fiscal  year  1981  to  sign  on  the  dotted  line  that 
they  will  not  ask  for  reimbursement  for  any  utility  cost  they  may  have  incurred  not 
covered  by  the  1981  pa3rment.  Can  you  explain  to  the  subcommittee  what  legal 
ground  HUD  is  basing  this  decision  on  and  how  HUD  expects  the  PHAs  who  have 
overruns,  especially  due  to  utility  rate  changes,  to  meet  these  additional  costs? 

Answer.  This  was  an  administrative  decision.  If  PHAs  have  overruns,  they  will 
have  to  absorb  them. 

Question  28.  I  would  like  you  to  respond  for  the  record  to  some  concerns  that  have 
been  raised  regarding  the  Administration's  proposal  to  change  the  operating  subsidy 
allocation  formula  for  the  current  year,  fiscal  year  1982.  Please  respond  to  each  spe- 
cific point  that  is  addressed. 

Private  market  housing  in  general  cannot  be  compared  to  public  housing  in  this 
simplistic  way,  because  of  differences  in  the  characteristics  of  the  stock,  such  as  age, 
physical  characteristics,  unit  sizes,  condition,  deterioration,  etc. 

The  data  even  for  private  market  units  is  not  reliable  and  readily  available. 

The  proposal  penalizes  PHAs  that  made  extra  efforts  to  conserve  energy  prior  to 
1976,  since  their  consumption  levels  will  be  reduced  based  upon  1976-81  private 
market  trends. 

HUD  controls  the  means  by  which  PHAs  can  reduce  consumption,  namely 
through  modernization  funding,  and  the  mandatory  consumption  reductions  do  not 
take  modernization  funding  into  account,  except  for  the  additional  reductions  man- 
dated wherever  "energy-related"  modernization  has  been  done. 

For  PHAs  that  have  done  better  than  the  private  market  at  energy  conservation, 
their  incentive  to  conserve  further  will  be  removed,  since  their  consumption  level  is 
reduced  to  the  prior  year's  level,  not  simply  to  the  private  market  average. 

HUD  has  already  determined  what  the  consumption  reduction  is  going  to  be,  in 
order  to  meet  HUD's  need  to  reduce  operating  subsidy.  If  the  Regional  Office's  cal- 
culations don't  fit  the  range  predetermined  by  HUD  Central,  the  assumption  is  that 
the  calculations  are  wrong,  and  a  minimum  5  percent  reduction  will  be  used. 

The  adjustment  factor  will  be  applied  to  new  projects  as  well  as  to  old  ones.  It  is 
illogical  to  apply  consumption  reductions  based  on  the  period  1976-81  to  projects 
that  may  be  only  a  few  years  old.  In  addition,  newer  projects  were  probably  built  to 
more  energy-conserving  standards,  and  therefore  don't  have  as  much  potential  for 
further  energy  savings  as  older  projects. 

New  Comprehensive  Modernization  (CLAP)  projects  have  not  been  in  place  long 
enough  to  have  their  paybacks  determined. 

The  proposed  procedures  will  effectively  eliminate  all  incentives  for  energy  con- 
servation. 

The  50/50  share  in  energy  conservation  savings  currently  allowed  to  PHAs  will  be 
subject  to  "availability  of  appropriation"  and  will  probably  be  entirely  eliminated  in 
fiscal  year  1982.  This  totally  eliminates  all  incentive  to  energy  conservation.  PHAs 
will  be  in  trouble  in  years  with  cold  heating  seasons,  and  won't  be  able  to  recoup 
their  losses  in  years  with  mild  heating  seasons.  They  will  therefore  be  increasingly 
squeezed. 

Water  and  sewer  expenditures  have  been  inexplicably  lumped  together  with  fuel 
costs,  and  reductions  mandated  for  these,  too,  although  they  have  nothing  to  do 
with  energy  conservation. 

One  single  factor  will  be  applied  to  the  PHA,  to  calculate  its  mandatory  reduction 
in  energy  consumption,  regardless  of  its  fuel  mix.  If  the  PHA's  fuel  mix  is  not  the 
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same  as  the  fuel  mix  for  the  private  market  housing  in  the  region,  there  may  be 
serious  inequities  in  the  factor  applied. 

Conversion  of  all  fuels  into  a  BTU  figure,  for  purposes  of  calculating  this  per  cent 
reduction  factor,  is  almost  impossible  to  do  because  of  the  different  energy  emciency 
factors  of  various  fuels,  especially  electricity.  There  should  at  least  be  separate  fac- 
tors for  each  fuel  type. 

Requiring  the  fiscal  year  1981  figure  to  be  used  in  all  cases  where  it  is  the  lowest 
is  inequitable.  It  doesn't  allow  for  Heating  Degree  Days.  If  there  was  a  mild  winter 
that  year,  PHAs  would  be  unfairly  held  to  the  same  level  in  subsequent  years. 

The  procedure  results  in  double-counting  savings  that  theoretically  are  produced 
by  modernization  expenditures. 

Answer.  The  methodology  for  the  establishment  of  "reduction  factors"  as  set  forth 
in  the  Department's  memorandum  to  Regional  Offices  on  March  16,  1982  is  not,  and 
was  not  intended  to  be,  a  precise  measurement  of  energy  conservation.  Rather,  it 
was  intended  as  a  basis  for  the  establishment  of  reasonable  energy  conservation 
goals  that  would  reflect  local  operational  practices,  improvement  of  facilities  and  a 
public  housing  agency's  (PHA's)  own  accomplishments.  This  action  was  taken  be- 
cause of  a  concern  that  stronger  management  incentives  were  necessary  to  achieve 
improved  energy  conservation  performance  on  the  part  of  PHAs  and  because  the 
formula  for  the  calculation  of  operating  subsidies,  the  Performance  Funding  System 
(PFS),  uses  consumption  during  a  fixed  base  period  as  a  basis  for  the  cost  projection. 
A  further  reason  was  the  need  to  contain  operating  subsidy  costs  within  the  appro- 
priation available. 

Departmental  studies  of  PHA  utility  consumption  indicated  that  an  average  re- 
duction of  10  percent  has  actually  been  realized  as  compared  with  the  fixed  base 
period.  Consequently,  the  Department  believes  that  many  PHAs  will  already  have 
reached  the  objectives  developed  pursuant  to  these  procedures,  and  that  the  limits 
established  in  the  procedures  assure  reasonable  determinations  attainable  by  idl 
PHAs.  Subject  to  the  availabilty  of  funding,  however,  the  PFS  includes  a  "safety 
valve"  in  that  half  of  all  consumption  in  excess  of  the  Allowable  Utilities  Consump- 
tion Level  (AUCL)  can  be  reimbursed  through  increased  subsidy  payments. 

On  the  whole,  we  believe  our  actions  are  responsive  to  the  Directive  of  the  House 
Appropriation  Committee  as  stated  in  the  report  on  the  Supplemental  Appropri- 
ations and  Rescission  Act  of  1981,  as  follows: 

"While  in  some  cases  increases  in  consumption  of  utilities  are  justifiable,  the 
Committee  believes  that  every  pjossible  incentive  for  conservation  must  be  utilised. 
Therefore,  a  provision  has  been  included  in  the  appropriation  language  which  gives 
the  Secretary  discretion  to  reduce  payments  to  housing  authorities  that  have  not 
added  units  or  demonstrated  reductions  in  fuel  consumption. 

The  Committee  also  believes  that  the  three-year  base  period  and  the  thirty^vear 
'heating  degree  day'  average  may  not  be  an  efficient  way  to  compensate  for  PHA 
utility  expenses  because  it  may  reward  excess  consumption  and  does  not  provide  a 
sufficiently  strong  incentive  to  conserve  energy  resources. 

The  Committee  strongly  opposes  the  payment  of  Federal  funds  to  PHAs  that  have 
not  demonstrated  reductions  in  fuel  consumption.  The  Ck)mmittee  believes  that  the 
Department  should  make  some  basic  changes  in  the  PFS  formula  to  coxnpensate 
PHAs  on  a  basis  which  gives  greater  emphasis  to  energy  conservation.  The  C(nnmit- 
tee  will  monitor  carefully  the  Department's  implementation  of  this  appropriation 
language  and  the  directives  contained  in  this  report." 

Each  specific  point  raised  in  the  question  and  our  response  follow: 

Question.  Private  market  housing  in  general  cannot  be  compared  to  public  hous- 
ing in  this  simplistic  way,  because  of  differences  in  the  characteristics  of  the  stock, 
such  as  age,  physical  characteristics,  units  sizes,  condition,  deterioration,  etc. 

Response.  Although  we  recognize  that  the  characteristics  of  private  market  hous- 
ing may  not  be  identical  to  those  of  the  low-income  public  housing  program,  we  be- 
lieve them  to  be  sufficiently  similar  to  make  a  comparison  valid. 

Question.  The  data  even  for  private  market  units  is  not  reliable  and  readily  avail- 
able. 

Response.  The  responsibility  for  gathering  the  information  needed  for  each  state 
has  been  assigned  to  our  ten  Regional  Administrators.  They  were  to  compile  the 
data  by  consulting  with  the  Department  of  Energy,  local/state  energy  offices,  utili- 
ties companies  or  other  sources  available  to  them.  Determinations  have  actually 
been  made  that  Regional  Administrators  believe  to  be  reasonable.  In  adhiition,  since 
1979  each  PHA  has  been  responsible  for  maintaining  the  data  for  private  market 
units,  as  required  by  the  Section  8  Existing  Housing  Certficate  Handbook,  to  be 
used  in  setting  utility  allowances  for  Certificate  holders. 
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Question.  The  proposal  penalises  PHAs  that  made  extra  efforts  to  conserve  enorg^ 
prior  to  1976,  since  their  consumption  lev^  will  be  reduced  based  upon  1976^1  pn- 
vate  market  trends. 

Re^xMise.  Hie  base  period  consumption  used  in  the  analysis  was  for  the  years 
1973-74-75-76  and  therefore,  any  efforts  made  during  this  period  to  conserve  oiem 
has  already  been  factored  into  the  allowable  utilities  consumption  level  of  the  PHA 
and  will  not  again  be  used  to  reduce  consumption. 

Question.  HUD  controls  the  means  by  which  PHAs  can  reduce  consumption 
namely  throu^  modernization  funding,  and  the  mandatory  consumption  reductions 
do  not  take  modernization  funding  into  account,  except  for  the  additional  reduc- 
tions mandated  wherever  **energy-related**  modernization  has  be«i  done. 

Re^x>nse.  The  consumption  levels  set  as  goals  for  PHAs  have  be«i  based  upon 
state  reduction  factors  and  Regional  Admin&rators  were  authorized  to  reduce  the 
state  factor  by  the  impact  of  utility  reductions  brought  about  through  capital  ex- 
penditures. 

Question.  For  PHAs  that  have  done  better  than  the  private  market  at  energy  con- 
servation, their  incentive  to  conserve  further  will  be  removed,  since  their  consump- 
tion level  is  reduced  to  the  prior  year's  level,  not  simply  to  the  private  market  aver- 
age. 

Re^xMise.  It  is  our  position,  that  if  the  PHA  has  been  able  to  achieve  a  consump- 
tion level  lower  than  the  private  sector,  then  it  should  be  expected  that  the  PHA 
will  continue  to  achieve  these  levels.  The  best  incentive  is  a  fiscal  imperative. 

Question.  HUD  has  already  determined  what  the  consumption  reduction  is  goinz 
to  be,  in  order  to  meet  HUD  s  need  to  reduce  operating  subsidy.  If  the  Regional  Cn- 
fice's  calculations  don't  fit  the  range  pre-determined  by  HUD  Central,  the  assump- 
tion is  that  the  calculations  are  wrong,  and  a  minimum  5  percent  neduction  will  be 
used. 

Response.  We  have  not  pre-determined  what  the  utilities  reduction  savings  wiU 
be.  The  Regional  Administrators  determine  this  factor  using  the  guidelines  issued 
by  Headquarters.  We  believe  it  reasonable  to  set  a  minimum  goal  of  five  percent  to 
provide  an  incentive  for  all  PHAs  to  share  in  this  effort  to  reduce  energy  consump- 
tion. 

Question  The  adjustment  factor  will  be  applied  to  new  projects  as  well  as  to  old 
ones.  It  is  illogical  to  apply  consumption  reductions  based  on  the  period  1976-81  to 
projects  that  may  be  only  a  few  years  old.  In  addition,  newer  projects  were  probably 
built  to  more  energy-conserving  standards,  and  therefore  don't  have  as  much  poten- 
tial for  further  energy  savings  as  older  projects. 

Response.  Under  the  PFS  instructions,  the  AUCLs  of  new  projects  were  to  be  es- 
tablished using  the  consumption  experience  of  a  project  with  comparable  types  of 
utilities  and  which  was  likely  to  have  comparable  per  unit  levels  of  consumption 
based  on  the  physical  characteristics  of  the  buildings.  Such  experience  had  to  nave 
occurred  during  the  Fixed  Base  Period  of  the  comparable  project  which  would  have 
been  during  lSft3-74-75-76.  Since  the  AUCLs  of  new  projects  were  set  in  this  fash- 
ion, the  procedure  issued  for  reducing  consumption  is  applicable  to  new  projects. 

Question  New  Comprehensive  Modernization  (CIAP)  projects  have  not  been  in 
place  long  enough  to  have  their  paybacks  determined. 

Response.  The  payback  factor  for  modernization  programs  is  to  be  computed  only 
on  the  amount  of  funds  spent.  If  the  CIAP  was  recently  approved  and  no  funds  have 
yet  been  spent  by  the  PHA,  there  would  be  no  consideration  given  in  ccdculation  of 
the  payback  percentage. 

If  funds  were  spent  but  sufficient  experience  has  not  been  accumulated,  the  pay- 
back would  be  based  upon  estimates  of  the  savings.  These  estimates  could  have  been 
computed  using  cost/benefit  analysis  or,  in  some  cases,  manufacturers'  estimates  of 
saving  to  be  acnieved  from  new  equipment  installed. 

Question  The  proposed  procedures  will  effectively  eliminate  all  incentives  for 
energy  conservation. 

Response.  We  anticipate  that  the  current  ac^ustment  of  50-50  will  be  applied 
against  the  revised  AUCLs  if  funding  to  do  so  is  available  within  the  existing  appro- 
priation. If  we  are  able  to  retain  the  ac^ustment  feature  of  the  PFS,  PHAs  will  he 
able  to  share  consumption  savings  and  thus  will  have  an  incentive  for  energy  con- 
servation. 

Question  The  50/50  share  in  energy  conservation  savings  currently  allowed  to 
PHAs  will  be  subject  to  "availability  of  appropriation"  and  will  probably  be  entirely 
eliminated  in  Gscal  year  1982.  This  totally  eliminates  all  incentive  to  energy  conser- 
vation. PHAs  will  be  in  trouble  in  years  with  cold  heating  seasons,  and  won't  he 
able  to  recoup  their  losses  in  years  with  mild  heating  seasons.  They  wil' 
be  increasingly  squeezed. 
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Response.  As  stated  above,  we  anticipate  that  adjustments  will  be  processed  if 
funds  are  available.  Whether  we  can  actually  do  this  will  not  be  known  until  later 
in  the  Federal  fiscal  year. 

Question.  Water  and  sewer  expenditures  have  been  inexplicably  lumped  together 
with  fuel  costs,  and  reductions  have  been  mandated  for  these,  too,  although  they 
have  nothing  to  do  with  energy  conservation. 

Response.  The  matter  of  eliminating  water  and  sewer  from  the  procedure  is  under 
consideration  by  the  Department. 

Question.  One  single  factor  will  be  applied  to  the  PHA  to  calculate  its  mandatoi^ 
reduction  in  energy  consumption,  regardless  of  its  fuel  mix.  If  the  PHA's  fuel  mix  is 
not  the  same  as  the  fuel  mix  for  the  private  market  housing  in  the  region,  there 
may  be  serious  inequities  in  the  factor  applied. 

Response.  We  recognize  that  there  may  be  minor  inequities  in  using  only  one 
state  reduction  factor  but  we  considered  this  to  be  more  than  offset  by  the  adminis- 
trative convenience  in  using  one  factor.  Furthermore,  since  we  are  establishing 
goals  and  not  actually  measuring  finite  consumption  reductions,  great  precision  is 
not  essential. 

Question.  Conversion  of  all  fuels  into  a  BTU  figure  for  purposes  of  calculating  this 
percent  reduction  factor,  is  almost  impossible  to  do  because  of  the  different  energy 
efficiency  factors  of  various  fuels,  especially  electricity.  There  should  at  least  be  sep- 
arate factors  for  each  fuel  type. 

Response.  While  it  is  true  that  different  fuels  do  indeed  have  different  energy  effi- 
ciency potential,  this  fact  does  not  make  it  impossible  to  calculate  a  BTU  figure  for 
all  fuels. 

Question.  Requiring  the  fiscal  year  1981  figure  to  be  used  in  all  cases  where  it  is 
the  lowest  is  inequitable.  It  doesn't  allow  for  Heating  Degree  Days.  If  there  was  a 
mild  winter  that  year,  PHAs  would  be  unfairly  held  to  the  same  level  in  subsequent 
years. 

Response.  The  Department  is  issuing  supplemental  instructions  that  authorize  Re> 
gional  Administrators  to  consider  an  adjustment  to  the  1981  consumption  if  it  is  de- 
termined that  consumption  used  for  space  heating  or  cooling  is  not  reflective  of  a 
"normal  year." 

Question.  The  procedure  results  in  double-counting  savings  that  theoretically  are 
produced  by  modernization  expenditures. 

Response.  As  stated  before,  Regional  Administrators  were  authorized  to  eliminate 
such  savings  from  the  state  reductions  factors.  Thus,  when  a  payback  percentage 
was  computed  for  each  PHA  that  had  actually  experienced  energy  savings  because 
of  its  own  modernization  program,  this  did  not  represent  any  duplication. 

Question  29.  Mr.  Secretary,  would  you  provide  the  Subcommittee  with  a  technical 
and  legal  analysis  of  the  various  single-family  housing  stimulus  programs  Uiat  have 
been  introduced  in  Congress?  There  is  a  proposal  in  H.R.  5731,  as  well  as  oUier  pro- 
posals that  have  been  introduced  by  Senators  Lugar  and  Jackson,  and  Congressmen 
Patterson  and  AuCoin. 

Answer.  An  analysis  of  the  various  housing  stimulus  proposals  has  not  been  com- 
pleted. In  general,  the  Administration  opposes  narrow  purpose  legislation  which  au- 
thorizes expenditures  of  significant  amounts  of  Federal  revenues  and  adversely  af- 
fects the  economy  by  adding  to  the  budget  deficit.  Lower  interest  rates  provide  the 
best  approach  to  stimulate  greater  housing  production.  Programs  that  add  to  the 
budget  deficit  do  not  promote  lower  interest  rates. 

The  Department  is  implementing  a  number  of  recommendations  of  the  Cabinet 
level  working  group  on  Housing  Policy  which  are  designed  to  stimulate  the  housing 
market  without  adding  to  the  budget  deficit.  Mortgage  fund  availability  will  be  in- 
creased by  liberalizing  regulations  covering  mortgage  revenue  bonds  and  private 
pension  funds.  The  I>epartment  of  Labor  has  agreed  to  remove  restrictions  under 
the  Employment  Retirement  Security  Act  to  make  it  easier  for  pension  funds  to 
invest  in  mortgages.  New  relaxed  guidelines  will  be  used  to  determine  a  family's 
eligibility  for  the  FHA  mortgage  insurance  program.  Additionally,  the  Department 
is  offering  (and  is  seeking  legislation  to  expand  its  authority  to  offer)  alternative 
mortgage  instruments  to  meet  today's  mortgage  market  conditions. 

Questions  Submitted  by  Chairman  Gonzalez  Regarding  Section  108  Loan 

Guarantees 

Question  1.  Mr.  Secretary,  we  understand  that  one  of  the  reasons  the  Department 
and  the  Administration  oppose  further  Section  108  loan  guarantees  is  the  use  ctf  the 
Federal  Financing  Bank  to  purchase  the  notes  from  local  government.  Is  the  use  ctf 
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the  FFB  a  statutory  or  a  regulatory  requirement?  If  it  is  a  r^latory  requirement, 
why  doesn't  the  Department  simply  alter  its  regulations  to  el&iinate  the  FFB  role? 

Answer.  The  Department  does  not  oppose  the  use  of  the  FFB  with  respect  to  Sec> 
tion  108.  The  use  of  the  FFB  as  the  sole  lender  under  Section  108  is  a  regulatory 
requirement,  not  statutory-    ^^ 

We  helieve  the  use  of  the  FFB  facilitates  the  administration  of  the  program  and 
results  in  a  substantially  lower  cost  of  the  borrower.  From  the  standpoint  of  debt 
management  by  the  U.S.  Government,  channeling  these  loans  through  the  FFB  pro- 
vides improved  coordination  and  control  of  borrowing. 

However,  it  \s  the  Administration's  position  that,  in  order  to  reduce  the  pressure 
of  Federally  guaranteed  borrowing — regardless  of  whether  or  not  the  FFB  is  in- 
volved— the  Action  108  loan  Guarantee  Program  should  be  terminated  in  fiscal 
year  1983. 

This  is  being  effected  in  a  graduated  fashion  by  our  proposal  for  a  level  of  com- 
mitment of  only  SI 25  million  in  fiscal  year  1982,  a  reduction  of  $100  million  &om 
the  amount  authorized. 

Question  2.  Has  the  Dej^rtment  investigated  what  impact  freeing  the  Section  108 
loan  program  from  the  FFB  would  have  on  its  operation? 

Answer.  We  have  investigated  this  matter  and  concluded  that  disassociation  with 
the  FFB  would  increase  the  burden  on  the  Department  and  on  the  Cities  of  adminis- 
tering this  program.  Under  the  present  arrangement  with  the  FFB,  the  administra- 
tive burden  is  minimized. 

Question  3.  Tkxs  the  Department  believe  that  private  lenders  would  be  willing  to 
buy  these  notes  directly  from  local  governments  if  they  were  covered  by  the  Section 
108  guarantee? 

Answer.  For  an  interest  rate  in  excess  of  that  charged  by  the  FFB.  local  govern- 
ments could  probably  sell  Section  108  guaranteed  obligations  to  private  investors. 

Question  4-  What  is  the  current  cost  to  the  Federal  government  of  issuing  these 
notes?  In  other  words,  what  is  the  average  interest  rate  on  the  outstanding  loans, 
and  what  servicing  fee,  if  any,  does  the  FFB  charge  the  local  governments  making 
the  loans? 

Answer.  There  is  no  cost  to  the  Federal  government.  The  cost  (i.e.,  the  interest 
rate)  to  the  borrower  is  equal  to  the  rate  the  Treasury  would  pay  on  its  debt  with 
terms  comparable  to  the  guaranteed  obligations,  plus  one-eighth  of  one  percent  The 
one-eighth  percent  allows  the  FFB  to  accumulate  reasonable  contingency  reserves 
and  protect  the  Bank  against  risk  of  borrowing.  A  separate  rate  is  established  for 
each  loan,  depending  upon  the  rates  on  Treasury  obligations  at  the  time  the  loan  is 
guaranteed.  We  do  not  have  information  available  as  to  the  average  interest  rate  on 
outstanding  loans.  Neither  the  FFB  nor  the  Department  charges  the  borrower  a 
servicing  fee. 

Question  5.  Does  the  Department  know  whether  eliminating  the  FFB  from  this 
program  would  increase,  decrease,  or  have  no  effect  on  the  overall  cost  of  the  pro- 
gram to  local  governments?  In  other  words,  would  individual  placements  of  these 
notes  entail  a  higher  servicing  charge  from  private  sector  underwriters? 

Answer.  Eliminating  the  FFB  would  increase  the  cost  to  local  governments.  Based 
on  our  discussions  with  private  investors,  local  governments  could  expect  interest 
rates  on  privately  purchased  obligations  to  be  100-300  basis  points  higher  than  FFB 
rates.  Local  governments  could  also  expect  to  pay  issuance  costs  (e.g.,  underwriting 
and  legal  fees)  on  privately  purchased  obligations,  whereas  they  pay  none  on  FFB 
purchases.  These  issuance  costs  could  add  500  basis  points  to  their  borrowing  costs. 

Question  6.  Has  the  Department  investigated  whether  or  not  private  underwriters 
would  be  willing  to  underwrite  these  obligations  without  the  FFB,  given  the  highly 
uncertain  nature  of  the  security  offered,  considering  the  Administration's  proposals 
to  fold  CDBG  into  some  larger  "New  Federfdism"  trust  fund? 

Answer.  We  have  not  discussed  with  private  investors  their  willingness  to  pur- 
chase guaranteed  obligations  since  the  announcement  of  the  Administration's  pro- 
posals. Nevertheless,  we  think  it  likely  that  these  obligations  could  be  marketed  to 
private  investors,  for  a  price,  since  the  Department  has  borrowing  authority  with 
the  Treasury.  This  borrowing  authority  could  be  utilized  if  the  security  (e.g.,  pledged 
grants)  proved  to  be  insufficient.  However,  investors  would  reflect  greater  uncer- 
tainty by  charging  higher  interest  rates  and  issuance  fees. 

Chairman  Gonzalez.  H.R.  5731  is  exactly  what  the  President 
was  demanding.  He  was  asking  those  who  were  critical  to  put  up  or 
shut  up,  to  offer  alternatives.  This  is  exactly  what  H.R.  5731  is.  We 
are  putting  up,  and  you  don't  even  refer  to  it.  You  have  based  most 
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of  your  testimony  on  administration  programs  that  weren't  re- 
vealed until  yesterday. 

So,  in  light  of  the  futility  of  raising  any  issues  concerning  the 
main  vehicle  for  these  hearings,  I  will  move  on. 

Mr.  McKinney? 

Mr.  McKinney.  Mr.  Secretary,  I  would  like  to  rocun  through  a 
couple  of  my  concerns  and  see  if  I  can  elicit  any  comment. 

There  is  a  great  deal  of  talk  and  suggested  use  of  "voucher"  sys- 
tems. I  wondered  if  anyone  at  HUD  has  looked  carefully  at  the  fact 
that  presently  in  HHS  we  have  one  of  the  largest  housing  voucher 
systems  in  the  world  through  supplemental  rental  payments. 

I  wondered  if  anyone  has  looked  at  that  particular  process? 

Secretary  Pierce.  Yes,  I  am  sure  that  people  in  our  Policy  and 
Development  Research  Office  have  done  that. 

Mr.  McKinney.  I  am  having  a  terrible  problem  in  this  town  over 
turf.  HUD  and  HHS  are  both  in  the  housing  business  and  neither 
one  of  them  will  meet. 

What  I  have  is  HUD  paying  too  much  for  section  8,  and  I  totally 
agree  with  you  on  section  8  new  construction,  which  I  am  sure 
comes  as  a  surprise  to  you.  I  have  HUD  paying  outrageous  rental 
payments  up  here  for  section  8  new  construction  which,  in  effect,  is 
being  forced  up  by  HHS  pacing  outrageous  rental  amounts  on  the 
bottom  subsiding  slum  housing. 

I  can't  figure  out  why  I  can't  get  HHS  and  HUD  to  get  together 
and  have  HUD  put  a  little  bit  into  rehabilitation  and  have  HHS 
say  that  they  will  only  give  rental  payments  to  rehabilitated  or 
decent  housing. 

Right  now  the  U.S.  Government,  for  supplemental  income  level 
rental,  has  no  housing  qualifications,  no  anything.  They  say  let  the 
city  do  it. 

Secretary  Pierce.  That  is  not  true.  We  inspect. 

Mr.  McKinney.  You  inspect? 

Secretary  Pierce.  Yes,  and  we  will  inspect 

Mr.  McKinney.  I  am  sorry  to  hear  that. 

Secretary  Pierce.  The  premises  rented  by  people  using  the  so- 
called  vouchers. 

Mr.  McKinney.  You  will  inspect  the  people  using  your  vouchers? 

Secretary  Pierce.  We  will. 

Mr.  McKinney.  No  one  is  checking  the  dwellings  of  people  get- 
ting HHS  assistance  at  all.  What  we  are  doing  is  while  you  are 
trying  to  create  housing,  HHS  is  destroying  housing.  What  happens 
is  that  the  landlord  in  the  city  of  Bridgeport  realizes  that  he 
doesn't  have  to  do  anything  to  the  building,  that  he  can  collect  the 
rent— after  all.  Uncle  Sam  is  paying  it — if  he  beats  up  on  tfie  ten- 
ants enough,  because  it  does  go  directly  to  them. 

He  depreciates  the  building  over  a  period  of  time.  It  is  not  much 
good  anyway.  Everyone  finally  leaves  and  then  all  of  a  sudden  you 
look  up  with  great  shock  to  see  red  fiames  shooting  out  of  the 
windows. 

It  seems  to  me  that  if,  in  fact,  you  believe  with  your  new  rehab 
program  what  you  wanted  to  initiate  is  the  same  as  my  proposal, 
that  the  most  housing  can  be  achieved  by  saving  at  the  bottom,  so 
that  we  don't  have  this  tremendous  falloff  in  units,  I  wish  that 
HUD  would  sit  down  with  one  of  the  largest  rentpayers  in  the 
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United  States,  Health  and  Human  Services,  and  come  to  some  sort 
of  agreement  as  to  how  we  can  save  the  bottom  tier  of  housing  in 
this  country. 

Mr.  Secretary,  I  would  suggest  to  you  that  if  there  is  anything 
that  you  and  I  try  to  do,  that  it  will  never  be  done  until  this  is 
done.  While  we  have  to  lift  off  the  pressure  on  the  top,  we  have  got 
to  save  on  the  bottom. 

We  are  never  going  to  save  on  the  bottom  as  long  as  we  have  this 
loose  thing  on  the  deck  called  supplemental  income,  which  I  think 
it  is  about  $8  to  $9  billion  of  the  taxpayer's  dollars  going  toward 
the  destruction  rather  than  the  building  of  housing. 

That  may  be  too  dramatic  a  statement,  but  I  can  take  you  for  a 
walk  through  some  of  my  cities  and  show  you  rather  graphically 
what  is  happening  and  why.  I  just  think  that  if  you  put  our  cards 
into  a  voucher  system  to  hope  that  it  will  work  without  looking  at 
the  disaster  of  the  voucher  system  we  have  now,  that  would  be  a 
terrible  mistake. 

I  would  agree  with  you  that  we  committed  an  unpardonable  sin 
on  this  committee,  for  this  country,  when  this  committee  passed 
section  8  as  it  now  exists.  We  have  built  a  monstrous  financial  ice- 
berg, only  the  top  of  which  is  available  to  the  sight  and  all  of  the 
rest  of  it  sitting  under  the  water,  waiting  to  sink  the  United  States 
of  America. 

I  appreciate  you  listening  to  me,  but  I  will  smile  with  great  joy  if 
I  can  ever  see  HHS  and  HUD  sit  down  and  solve  the  problem  of 
who  is  paying  the  rent  and  how  and  what  we  are  going  to  do  about 
it. 

Chairman  Gonzalez.  I  know  you  didn't  get  any  cheers  from  the 
cheering  spot  this  time. 

Mr.  St  Germain? 

Mr.  St  Germain.  Just  one  brief  question,  Mr.  Secretary. 

I  wonder  what  the  policy  of  HUD  is  at  this  point  in  time  as  to 
the  question  of  State  housing  and  finance  agencies  to  reassign  sec- 
tion 8  contract  authority  for  projects  that  have  no  hope  of  going 
into  construction,  to  alternative  projects  the  State  could  proceed 
with  as  soon  as  the  allocation  is  approved. 

I  understand  there  is  such  a  request  in  the  State  of  Vermont, 
pending  January  7,  to  be  specific,  and  if  the  decision  is  not  made 
pretty  soon,  it  might  result  in  projects  being  lost  due  to  expiring 
options  on  land. 

Does  your  Department  have  a  policy  on  this,  Mr.  Secretary? 

Secretary  Pierce.  If  I  understand  you  correctly,  you  ace  sa3ring 
that  if  one  State  is  unable  to  carry  out  some  project 

Mr.  St  Germain.  This  is  within  the  State  of  Vermont,  believe  it 
or  not. 

Secretary  Pierce.  They  are  unable  to  do  one  project  and  they 
want  to  shift  it  to  another? 

Mr.  St  Germain.  They  have  to  shift  the  contract  authori' 
one  project  where  they  can't  proceed  to  another. 

Secretary  Pierce.  Etoes  that  involve  shifting  the  pr 
city  to  another  city  or  another  area? 

Mr.  St  Germain.  I  never  thought  Vermont  was  tl 

Secretary  Pierce.  Well,  we  have  a  policy,  everythi 
with  Vermont. 
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Mr.  St  Germain.  The  point,  Mr.  Secretary,  is  that  the  State 
housing  finance  agency  in  Vermont  and  HUD  granted  a  contract. 
That  particular  developer  did  not  proceed.  They  have  another  site 
with  another  developer,  ready,  willing  and  able  to  proceed.  The 
problem  is  that  unless  they  proceed  in  the  near  future,  unless  they 
get  the  thing  resolved,  the  option  they  have  on  the  land  will  be 
gone  and 

Secretary  Pierce.  We  do  not  automatically  shift  from  city  to  city 
or  place  to  place.  It  would  depend  upon  the  facts  and  circumstances 
of  each  individual  case. 

Mr.  St  Germain.  I  guess  to  simplify  the  question,  does  HUD 
have  a  policy — if  the  circumstances  are  proper,  do  you  allow  the 
shifting  of  a  contract? 

Secretary  Pierce.  It  could  be  done,  yes.  It  would  depend  on  the 
circumstances. 

Mr.  St  Germain.  If  it  meets  all  of  the  other  requirements,  natu- 
rally. So  perhaps  vou  should  take  a  look  at  this  Vermont  require- 
ment because  we  don't  have  a  member  here  from  Vermont. 

Secretary  Pierce.  Have  you  been  in  communication  with  our 
office  about  it? 

Mr.  St  Germain.  I  would  have  to  check  with  staff,  but  I  will 
have  them  follow  up.  We  have  no  members  from  Vermont  on  the 
committee. 

Secretary  Pierce.  We  will  look  at  it  very  quickly  and  certainly 
act  within  the  time  that  they  have  to  get  this  done. 

Mr.  St  Germain.  Again,  the  answer  to  the  overall  question  to 
getting  Vermont,  whatever  State,  X,  Y  or  Z,  given  proper  circum- 
stances and  that  the  requirements  are  met,  HUD  does  not  have  a 
policy  flat  out  against  the  transfer? 

Secretary  Pierce.  It  would  depend  on  the  circumstances,  how 
much  money  we  have  put  into  it  and  so  on.  If  we  have  put  a  sub- 
stantial amount  of  money  in  it,  we  will  not  start  another  one. 

Mr.  St  Germain.  That  wouldn't  be  feasible? 

Secretary  Pierce.  It  wouldn't  be  wise. 

Mr.  St  Germain.  Thank  you,  Mr.  Secretary. 

Chairman  Gonzalez.  Mr.  Wortley? 

Mr.  Wortley.  Thank  you,  Mr.  Chairman. 

Welcome,  Mr.  Secretary.  I  wonder  if  you  would  take  a  moment 
or  two  to  give  us  your  rationale  for  the  recommendation  that  sec- 
tion 8  of  RESPA  be  repealed. 

Secretary  Pierce.  All  right.  There  has  been  a  movement  for  some 
time  to  repeal  RESPA.  As  a  matter  of  fact,  it  started  during  the 
Carter  administration.  There  was  a  very  expensive  study  done  by 
Peat,  Marwick  &  Mitchell.  It  was  done  between  1978  and  1980. 

That  study  pretty  much  concluded  that  we  should  do  away  with 
RESPA,  and  that  for  various  reasons  it  wasn't  effective.  Our  re- 
search people  reviewed  it  and  were  in  accord  generally  with  the 
conclusions  reached  by  Peat,  Marwick  &  Mitchell. 

The  same  conclusion  was  reached  by  the  people  in  our  Housing 
Office.  As  a  result,  we  decided  that  all  of  RESPA,  with  the  excep- 
tion of  the  disclosure  provisions,  should  be  repealed,  and  we  have 
taken  steps  to  do  that. 

There  is  one  portion  of  the  legislation  a  lot  of  people  get  involved 
with;  that  is,  the  portion  relating  to  "controlled  businesses".  This  is 


Digitized  by  CjOOQIC 


2783 


basically  a  fight  between  independent  land  title  companies  and  the 
S.  &  L/s  which  have  bought  into  title  companies. 

What  the  S.  &  L.'s  do  is  to  send  people,  who  are  going  to  pur- 
chase land,  to  title  companies  the  S.  &  L.'s  have  an  interest  in. 
They  may  have  one  share  or  more  of  stock  in  the  company,  but  if 
they  have  as  little  as  one  share,  under  the  present  rules,  they 
couldn't  send  a  person  to  that  particular  title  company  because  of 
their  interest  in  that  company,  and  referring  business  to  such  a 
company  is  prohibited  by  the  "controlled  business''  provisions. 

Now  we  think  that  is  rather  ridiculous  because  searching  a  title 
is  something  that  people  do  properly.  It  would  not  pay  a  title  com- 
pany or  the  S.  &  L.  that  had  an  interest  in  it  to  intentionally  give 
out  erroneous  information  about  land  titles.  Land  titles  are  too 
easily  checked,  and  lawsuits  involving  erroneous  land  titles  too 
easily  proved  for  the  S.  &  L.  or  title  company  to  risk  intentionally 
falsif3dng  this  information. 

It  does  do  a  very  important  thing  from  our  point  of  view.  It  is 
starting  to  get  more  competition  among  the  title  companies  be- 
cause with  S.  &  L.'s  and  others  buying  into  new  title  companies, 
there  will  be  more  competition  in  the  title  insurance  business. 

Unfortunately,  this  '  controlled  business"  idea  has  been  referred 
to  as  a  "kickback,"  but  we  don't  view  the  two  as  synonymous. 

Mr.  Wylie.  Would  the  gentleman  3deld? 

In  that  connection — I  am  sorry  I  had  to  leave  for  an  emergency 
situation  for  just  a  minute — I  understand  that  Mr.  Wortley  has 
asked  you  to  explain  how  this  came  about.  I  would  just  like  to  read 
a  statement  from  the  President's  address  on  this. 

He  says,  "Now,  fourth,  we  are  taking  action  to  remove  restric- 
tions on  controlled  businesses.  Today,  real  estate  brokers,  among 
others,  are  limited  in  ways  that  they  can  provide  services  to  the 
home  buyers.  As  a  result  of  our  action,  real  estate  firms  will  be 
free  to  establish  subsidiaries  to  provide  additional  services,  like 
title  insurance,  which  are  necessary  to  complete  the  purchase  of  a 
home." 

I  don't  think  that  rises  to  a  kickback  any  more  than  if  the  title 
insurance  company  provided  another  service. 

Secretary  Pierce.  We  have  no  disagreement  with  that.  In  fact,  as 
I  said— I  don't  know  whether  you  were  here  at  the  time — there  has 
been  a  very,  very  thorough  study  done  about  this.  Actually,  the 
study  was  started  under  the  Carter  administration  and  completed, 
in  fact,  under  the  Carter  administration,  which  comes  up  with 
these  conclusions.  It  is  one  of  the  areas  where  we  agree  with  the 
Carter  administration. 

We  have  gone  along  pretty  much  with  the  general  conclusions  of 
that  study. 

Mr.  Wylie.  Title  agents  frequently  operate  through  escrow 
agents,  I  know,  because  I  did  some  of  this  legal  business  myself. 

Thank  you  for  yielding. 

Mr.  Wortley.  If  I  could  come  up  with  one  foUowup  section,  Mr. 
Secretary.  The  other  day  the  President  spoke  before  the  National 
Association  of  Realtors,  and  he  supported  the  concept  of  mortgage 
revenue  bonds.  Recently  Congressmen  Downey  and  Duncan  have 
introduced  some  legislation  along  this  line  designed  to  streamline 
this  concept. 
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Does  the  administration  have  a  position  on  mortgage  revenue 
bonds?  Do  you  think  they  would  be  helpful?  Some  maintcdn — oh, 
excuse  me,  Mr.  Wylie  wanted  to  ask  this — that  forecasts  are  that 
about  a  quarter  of  a  million  Americans  would  be  eligible  for  new 
homes. 

Secretary  Pierce.  Is  this  the  Durenberger  bill? 

Mr.  WoRTLEY.  No,  this  is  the  Wylie  bill.  It  is  basically  the  same. 

Secretary  Pierce.  As  far  as  the  administration  is  concerned,  we 
go  along  with  the  Durenberger  bill,  but  in  the  meantime,  what  we 
are  trying  to  do  is  get  some  action.  We  can  do  a  certain  amount  of 
this  by  regulation. 

We  are  working  with  the  Treasury  Department  to  improve  the 
arbitrage  situation  and  to  expand  the  area  that  the  bonds  will 
cover.  By  doing  that,  we  can  see  great  help  to  people  in  the  real 
estate  business,  and  home  building,  too. 

So,  we  are  going  ahead  with  our  regulatory  changes,  but  certain- 
ly the  Durenberger  bill,  the  Wylie  bill 

Mr.  Wortley.  We  call  it  the  Wylie  bill  over  here. 

Secretary  Pierce  [continuing].  If  that  passed,  we  would  then 
adjust  our  regulations  accordingly.  We  have  to  move.  This  is  some- 
thing we  want  to  move  on — you  see,  the  building  season  is  starting. 
We  feel  as  though  we  have  to  do  some  things  to  help  the  housing 
industry  at  this  time. 

We  are  moving.  We  don't  know  how  long  it  will  take  to  get  that 
bill  passed,  but  we  can  move  with  regulations  much  faster.  That  is 
what  we  are  doing. 

Mr.  Wortley.  We  need  some  action  now. 

Thank  you. 

Chairman  GtOnzalez.  The  gentleman's  time  has  expired. 

Mr.  Mitchell? 

Mr.  MrrcHELL.  Thank  you  very  much,  Mr.  Chairman. 

It  is  good  to  see  you,  Mr.  Secretary. 

I  think  I  generally  understand  where  the  administration  is 
coming  from  in  terms  of  housing.  As  is  true  and  has  been  true  with 
most  of  the  witnesses,  I  am  always  concerned  about  not  fiilly  un- 
derstanding a  philosophical-political  position  that  has  been  taken. 

In  order  to  tir  to  clear  that  just  a  little  bit,  I  want  to  quote  from 
the  statement  from  the  fiscal  year  1983  ''Budget  of  Mcgor  Needs 
and  Budget  Details.''  This  is  with  reference  to  public  housing. 

The  statement  says: 

In  addition  to  being  very  expensive  to  construct  and  maintain  public  housing,  it 
has  in  the  past  resulted  in  excessive  concentrations  of  low-income  houBeholds  in  par- 
ticular neighborhoods.  Adverse  social  society  effects  have  risen  where  conoentra- 
tions  have  occurred.  For  these  reasons,  the  Administration  is  proposing  no  addition- 
al public  housing  units  be  funded. 

That  statement,  taken  on  its  face,  suggests  to  me  that  those  who 
live  in  the  white  suburbs,  raised  glasses  of  frosted  chablis,  saying, 
"Our  enclaves  are  safe  because  of  the  position."  I  think  tJiat  state- 
ment reeks  of  racism  and  classism. 

I  know  your  record.  Is  it  possible  that  this  is  one  of  the  hidden 
agenda  items  between  the  idea  of  cutting  out  public  housing 

Secretary  Pierce.  No,  not  at  all.  From  m^  point  of  view,  and 
what  I  believe  in,  if  we  have  any  further  buildmg  of  public  hous- 
ing— and  I  think  we  have  to  do  a  lot  with  what  we  have  got  be- 
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cause  a  lot  of  it  is  falling  apart — but  if  we  have  further  public 
housiiig,  I  would  like  to  see  public  housing  dispersed  in  smaller 
buildings  throughout  neighborhoods  all  over  a  city. 

Mr.  MrrcHELL.  Mr.  Seo^etary,  that  flies  right  in  the  fece  of  what 
this  statement  says. 

Secretary  Pierce.  I  don't  care  what  that  statement  says. 

Mr.  MrrcHELL.  It  is  an  official  document  from  Dave  Stockman. 

Secretary  Pierce.  I  don't  care  what  that  says.  I  tell  you  what  I 
believe,  what  I  preach  to  my  Department  and  what  I  intend  to  do  if 
we  have  the  money,  and  we  are  going  to  go  ahead  with  building 
public  housing. 

I  want  to  see  public  housing  spread  all  over  a  city  in  small  units 
so  that  we  don't  have  these  great  big 

Mr.  MrrcHELL.  Cities,  not  suburbs? 

Secretary  Pierce.  Cities,  suburbs,  towns,  counties,  it  doesn't 
matter.  I  would  like  to  see  it  put  in  various  places  in  relatively 
small  nimibers.  I  think  that  spread  is  a  good  thing  to  do  from  a 
social  point  of  view. 

Mr.  Mitchell.  I  thank  you  for  your  response.  I  would  insist  that 
the  statement  taken  in  the  context  of  diminished  civil  rights  activi- 
ties, attacks  on  civil  rights  and  so  forth,  that  this  administration 
has  pursued,  is  really  a  clear  signal. 

Now,  you  are  proposing  some  rescissions  which  I  think  are  terri- 
ble. Obviously  the  rescissions  will  fail  to  meet  housing  needs,  make 
it  more  difficult  for  many  people,  but,  in  addition  to  that,  it  seems 
to  me  that  these  rescissions  that  you  are  proposing  in  budget  au- 
thority and  contract  authority  will  simply  alienate  builders  and  de- 
velopers. 

Many  of  them  will  take  the  position  that  one  developer  took,  who 
said: 

Never  again  will  I  try  to  do  business  with  the  Federal  Government.  It  doesn't 
keep  its  word.  I  have  invested  millions  of  dollars,  and  these  rescissions  are  going  to 
be  arbitrarily  imposed. 

Isn't  there  some  danger  that  you  are  really,  by  forcing  or  at- 
tempting to  force  these  rescissions,  hurting  the  private  sector  that 
is  so  beloved  by  this  administration? 

Secretary  Pierce.  Well,  we  don't  think  so  because  we  think  that 
most  of  the  rescissions  involved  there  do  not  have  that  kind  of  an 
impact.  It  means  that  we  are  not  going  ahead  with  a  lot  of  the 
building  that  was  proposed  earlier. 

The  reason  underneath  all  of  this  as  to  why  we  are  not  is  we  are 
trying  to  slow  down  Grovemment  spending,  and  we  believe  that  the 
slowing  down  of  Grovemment  spending  is  very  important  to  ulti- 
mately turning  this  economy  around  and  getting  it  into  a  position 
where  it  will  be  beneficial  to  all  people — the  builders,  the  poor,  the 
rich  and  everybody  else. 

Our  economy  is  in  very  poor  condition,  and  we  have  to  do  some- 
thing very  basic  to  turn  it  around,  and  a  reduction  of  Government 
expenditures  is  a  very  important  part  of  that  effort. 

Mr.  Mitchell.  I  understand  your  philosophy.  It  just  seems  to  me 
that  when  programs  are  proposed,  they  are  proposed  with  the  good 
faith  of  the  Grovernment  behind  them.  When  developers  and  build- 
ers see  that  those  programs  are  proposed  and  start  expendii     tl     r 
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money  on  those  programs,  you  really  do  some  damage  to  the  idea 
that  full  credibility  can  be  placed  on  the  Government. 

Has  my  time  expired? 

Chairman  Gonzalez.  Yes. 

Mr.  Mitchell.  Can  I  have  time  for  one  more  quick  statement? 

You  mentioned  the  urban  enterprise  on  the  bill.  That  is  not  an 
urban  policy  bill,  in  my  opinion.  I  would  hope  that  you  agree  with 
me.  It  might  be  a  piece  of  one,  but  essentially  it  is  a  tax  bill.  Essen- 
tially it  is  a  tax  bill  for  business,  which  I  think  makes  good  sense. 

I  am  concerned  about  the  notion  that  you  mentioned  in  your  tes- 
timony, that  this  is  an  urban  policy.  It  really  isn't.  Urban  policy 
needs  an  infrastructure  to  go  into  those  urban  zones,  including 
housing  and  education  and  everything  else. 

I  don't  think  people  should  be  fooled  into  believing  that  the 
urban  enterprise  zone  is  an  urban  policy  bill.  It  is  not.  It  is  essen- 
tially a  tax  bill. 

Thank  you  very  much,  Mr.  Chairman. 

Secretary  Pierce.  May  I  just  say  one  thing? 

Mr.  MrrcHELL.  I  am  sorry? 

Secretary  Pierce.  I  don  t  view  it  as  simply  a  tax  bill.  Another 
very  important  part  of  it  is  to  remove  regulatory  constraints  on 
Federal,  State  and  local  levels.  In  addition  to  that,  State  and  local 
governments  can  use  discretionary  funds  or  grant  money  directly 
to  businesses  for  a  variety  of  things  in  these  zones. 

This  is  not  an  effort  solely  by  the  Federal  Government.  This  is  a 
combined  effort  of  the  Federal,  State,  and  local  governments.  I  cer- 
tainly do  not  see  it  as  a  tax  bill  because  a  part  of  it  is  tax,  a  part  of 
it  is  regulatory,  a  part  of  it  is  maybe  grants  or  discretionary  funds, 
and  a  part  of  it  is  cooperation  by  the  community-based  organiza- 
tions, business,  charitable,  and  otherwise. 

So,  this  is  a  much  bigger  bill  than  just  a  tax  bill,  and  we  will  see 
how  well  it  comes  out. 

Mr.  Mitchell.  I  will  thank  you  for  your  statement.  I  amend  my 
description  of  the  bill  so  it  is  known  as  a  regulation,  reduction  tax 
bill. 

Secretary  Pierce.  You  didn't  get  it  all  yet,  but  that  is  all  right. 

Mr.  MrrcHELL.  That  is  all  that  is  there,  believe  me.  That  is  all 
that  is  there. 

Secretary  Pierce.  That  is  from  the  Federal  point  of  view,  but 
let's  not  argue. 

Chairman  Gonzalez.  Mr.  Carman? 

Mr.  Carman.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  would  like  to  personally  thank  you  for  your 
presentation  this  morning.  I  would  also  like  to  thank  you  for  your 
commitment  to  housing  and  the  very,  very  difficult  problems  that 
certainly  your  Department  has  found  itself  dealing  with  sort  of 
since  the  administration  has  begun. 

You  have  had  very,  very  difficult  problems.  I  think  your  whole 
Department  is  struggling  to  come  to  creative  solutions  to  many  of 
the  difficulties  we  find  in  the  housing  industry. 

I  would  also  like  to  publicly  thank  you  for  offering  to  meet  with 
different  representatives  of  the  industry  on  all  levels,  personally, 
and  your  cooperation  in  that  effort  is  most  appreciated. 
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I  am  concerned,  as  an  individual  who  has  not  had  a  little  experi- 
ence in  the  lending  field.  I  am  a  lawyer,  as  I  know  you  are  also  a 
lawyer,  I  am  concerned  about  the  problem  I  perceive  as  being  a  po- 
tential conflict  of  interest. 

If  we  have  lending  institutions  of  any  sort  whatsoever  in  a  posi- 
tion where  they  will  be,  frankly,  taking  care  of  title  insurance  on 
their  own  loan  portfolios,  I  can  envision,  for  example,  where  an  in- 
stitution, whether  it  is  a  savings  and  loan  association,  a  savings 
bank  or  commercial  bank  or  anybody  else,  might  be  in  a  situation 
where  it  would  have  as  many  as  $10  to  $20  billion  worth  of  loans, 
which  have  been  insured  by  its  own  title  company. 

Having  been  involved  in  various  commercial  transactions  myself 
over  the  years,  I  could  envision  where  management  in  a  given  situ- 
ation might  say  to  its  employee  who  was  running  its  own  abstract 
company  or  title  company,  we  really  have  a  big  deal  going  on  here 
and  we  are  very  concerned  about  the  points  and  the  yields  we  are 
going  to  make  on  building  loans  or  on  condominium  development. 
We  really  are  not  so  uptight  about  these  sophisticated  problems  of 
access,  whether  or  not  utilities  can  be  brought  in  or  out,  reversion- 
ary interests,  easement  problems,  and  so  forth  that  people  might  be 
concerned  with. 

As  a  result  of  that,  we  might  end  up  having  the  loans  very  much 
in  jeopardy.  That  is  one  part  of  it. 

There  is  another  aspect  of  this  that  I  think  would  affect  the  over- 
all housing  industry.  It  is  going  to  be  necessary,  I  believe,  for  insti- 
tutions to  be  able  to  buy  and  sell  mortgages  across  the  country. 
That  is  why  we  have  FHLMC  paper  at  this  point,  it  seems  to  me. 

If  I,  as  a  lawyer,  or  a  specific  lawyer  is  examining  the  mortgage 
portfolio  or  portions  of  it  that  it  is  going  to  be  purchasing  on  behalf 
of  the  given  institution,  I  am  going  to  want  to  know  that  the  title 
policy  backing  that  particular  mortgage  or  series  of  mortgages  is 
going  to  be  sound. 

I  am  very  concerned  because  we  know  full  well  that  the  supervi- 
sory authorities  in  several  States  are  different  in  how  they  handle 
the  supervision  of  mortgage  title  insurance  policies. 

So,  for  example,  if  I  happen  to  be  in  a  less  sophisticated  state,  I 
could  see  where  I  could  have  the  Charlie  &  Pete  Abstract  Co.  doing 
the  title  search  in  regard  to  a  number  of  different  mortgages,  and  I 
am  going  to  be  afraid  to  let  my  institution,  if  I  am  representing  an 
institution,  buy  those  mortgages. 

Clearly  if  they  are  backed  up  by  the  FHA  we  all  know  it  is  the 
best  of  all  possible  worlds  because  the  Federal  Government  is 
there.  We  can  kind  of  whitewash  it  and  put  the  thing  there.  Even 
there,  anybody  who  was  responsible  is  going  to  be  looking  at  those 
title  policies  very  carefully,  number  one,  knowing  what  the  backup 
is  on  them  and  whether  or  not  they  are  for  real. 

I  wonder  how,  frankly,  you  propose  or  how  the  administration 
proposes,  if  you  know,  at  this  point,  or  if  you  want  to  comment  on 
that,  how  that  conflict  of  interest  problem  is  going  to  be  eradicated 
if  everybody  is  involved  in  this  particular  part  of  it? 

You  understand  the  scenario  of  what  I  am  raising  with  you, 
don't  you? 

Secretary  Pierce.  I  understand  it,  but  I  don't  see  it  as  an  impor- 
tant conflict  of  interest  problem  as  you  do.  As  a  matter  of  fact,  if 
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we  only  have,  say,  one  title  company  and  that  title  company  has  no 
competition  because  the  only  party  that  could  start  a  title  company 
in  that  locality  is  a  savings  and  loan  or  savings  bank,  what  ^ou 
have  is  one  company  that  could  do  all  kinds  of  things,  possibly 
some  very  harmful  or  illegal  things,  such  as  setting  its  prices  too 
high,  because  of  the  lack  of  competition. 

Beyond  that— let  me  finish,  please — it  is  hard  for  me  to  see,  from 
a  practical  point  of  view,  a  title  company  taking  any  kind  of  risk  in 
not  giving  a  proper  title  because  the  money  damages  it  could  be 
sued  for  would  simply  not  be  worth  it. 

There  are  other  State  and  Federal  laws  besides  the  one  we  were 
just  talking  about  which  could  come  into  play.  So,  I  just  can't  see 
quite  the  problem  that  you  see  with  it.  As  a  matter  of  fact,  without 
the  additional  competition,  I  can  see  everything  that  you  are  men- 
tioning happening  with  a  single  title  company. 

Mr.  Carman.  I  am  not  concerned  at  all  about  not  having  compe- 
tition out  three.  But  I  have  been  in  this  spot,  as  indeed  most  law- 
vers  who  are  practicing  in  this  field  have  been  in  this  spot.  We 
have  listened  to  people  from  different  management  portions  of  the 
industry  come  through  and  say,  hey  look,  we  have  got  to  get  some- 
thing through. 

This  is  a  very  big  deal.  All  of  us  who  have  been  in  this  field  un- 
derstand this  particular  problem  because  we  have  been  living  with 
it,  at  least  I  have  been  for  20  years.  I  know  other  members  of  the 
bar  who  also  had  this  particular  problem. 

I  go  one  step  further.  We  all  know  it  exists  also  in  the  field  of 
appraisal.  It  is  not  as  heavy  in  the  field  of  appraisal  as  it  is  in  the 
title  insurance  problem  because  most  people  don't  really  under- 
stand, in  my  humble  opinion,  in  lay  terms,  the  significance  of  the 
difficulties  that  sometimes  exists  here. 

Having  supervised  the  purchase  of  mortgages,  frankly,  in  a 
number  of  different  localities,  I  recognize  fully  not  only  how  they 
affect  the  people  here— I  say  here,  affect  people  on  Long  Island, 
certainly  in  New  York  State— but  also  affect  people  in  other  parts 
of  the  countiy . 

I  think  it  is  a  very  important  matter  because  I  think  ultimately 
we  could  mess  up  an  opportunity  of  institutions  in  one  part  of  tfie 
country  bu3dng  mortgages  in  another  part  of  the  country. 

As  a  result  of  that,  it  occurs  to  me— while  I  am  wide  open  for 
competition  and  not  interested  in  having  anything  rigged  or  open, 
and  I  am  sure  you  are  not,  either — I  am  very  concerns  about  what 
the  overall  effect  of  that  could  be  on  the  housing  industiy  as  a 
whole.  Goodness  knows  we  don't  have  to  have  any  more  roadblocks 
put  into  the  way  of  the  housing  industry. 

Secretary  Pierce.  According  to  the  studies  that  we  have,  I  can't 
see  any  of  that,  but  I  am  interested  and  I  will  listen. 

Mr.  Carman.  I  appreciate  that  very  much.  I  have  no  further 
questions. 

Chairman  Gonzalez.  Thank  you,  Mr.  Carman. 

Mr.  LaFalce? 

Mr.  LaFalce.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  just  would  like  to  see  where  you  are  coming 
from  in  attitude.  Do  you  think  that  over  the  past  decade  or  two» 
investment  that  has  taken  place  in  America  has  been  slanted  too 
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much  toward  housing  and  not  enough  toward  other  areas  and  that 
that  ought  to  be  adjusted? 

Secretary  Pdsrce.  No.  When  you  ask  me  my  attitude,  I  don't 
think  so,  but  I  know  a  lot  of  other  people  who  do.  They  think  more 
money  should  actually  go  into  industry,  that  we  are  losing  out  ter- 
ribly in  industry  and  that  that  is  having  a  terrible  impact  on  the 
economic  strength  of  this  Nation. 

Now,  there  are  those  who  say  that.  I  don't  say  I  go  that  wav. 

Mr.  LaFalce.  You  have  told  me  what  you  don't  say  ana  what 
they  say.  Would  you  tell  me  what  you  say,  as  Secretary  of  Hous- 
ing? 

Secretary  Pierce.  As  Secretary  of  Housing,  I  think  on  the  whole 
in  this  country  housing  has  done  very  well  and  gotten  its  share  of 
investments.  We  are  a  group  of  people  who  believe  in  housing.  The 
American  dream  has  been  homeownership.  Maybe  people  even  put 
too  much  of  their  money  into  housing  because  that  is  the  way  we 
think  and  believe.  It  is  traditional  with  this  country. 

So  far  as  I  am  concerned,  on  the  whole,  if  I  look  over  the  history 
of  this  country,  housing  has  done  very  well;  not  right  now,  but  it 
has  over  the  history  of  this  country. 

Mr.  LaFalce.  Too  well? 

Secretary  Pierce.  No. 

Mr.  LaFalce.  OK.  I  suspect  that  the  attitude  that  housing  has 
done  too  well  may  be  the  prevalent  attitude  of  this  administration. 
They  may  be  going  along  with  not  the  recession  that  the  housing 
industry  is  in,  but  the  depression  that  the  housing  industry  is  in,  as 
one  means  of  adjusting  for  their  perception  of  the  imbalance  in  in- 
vestment priorities. 

Secretary  Pierce.  I  can  tell  you  from  the  President's  point  of 
view  that  is  not  so. 

Mr.  LaFalce.  Then  what  are  we  going  to  do  about  the  depres- 
sion? I  use  that  word  advisedly.  We  have  a  recession  in  the  coun- 
try, but  in  the  housing  industry  it  is  a  real  depression. 

What  are  we  going  to  do  about  it,  just  sit  back  and  wait  until  the 
interest  rates  recover  under  the  overall  economic  recovery  plan  of 
1981,  or  should  we  have  a  special  program,  such  as  that  which  Sen- 
ator Jake  Gam,  Senator  Lugar,  and  so  forth,  and  other  strong  Re- 
publicans have  proposed? 

Secretary  Pierce.  We  will  do  what  we  can  on  an  administrative 
and  regulatory  level  to  help.  There  will  not  be  any  support  for  big 
bailout  legislation. 

Mr.  LaFalce.  You  can't  use  bailout  if  we  can't  use  kickback. 

Secretary  Pierce.  Highly  subsidized  housing  legislation.  There 
will  not  be  great  support  for  that  because  we  do  not  feel  the  Presi- 
dent's economic  program  has  had  an  adequate  time  to  run.  We 
have  to  see  it  go  for  a  while,  and  we  believe  in  it  and  we  believe 
also  if  you  start  with  a  program  for  housing  you  have  to  have  one 
for  steel,  you  have  to  have  one  for  automobiles,  and  I  could  go  on 
and  on  and  on  because  there  are  so  many  industries  at  this  time 
that  are  not  doing  so  well. 

Mr.  LaFalce.  So  I  take  it  the  administration  says  let's  not  do 
anything  for  anybody? 

Secretary  Pierce.  We  are  doing  something.  We  do  1  /e  a  plan. 
We  do  have  a  program.  We  are  talking  about  slowing  ai     i,  riffht 
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this  minute,  slowing  down  the  cost  of  Government  expenditures. 
All  of  that  is  part  of  the  program. 

Mr.  LaFalce.  Let's  talk  about  expenditures.  You  said  you  are 
against  subsidies.  You  are  certainly  eliminating  the  direct  subsi- 
dies, but  you  are  increasing  other  kinds  of  subsidies,  a  tax  subsidy 
via  your  enterprise  zone  bill.  That  includes  rural  areas  now, 
doesn't  it? 

Secretary  Pierce.  Yes. 

Mr.  LaFalce.  So  it  is  no  longer  an  urban  enterprise  zone  propos- 
al, it  is  an  American  enterprise  zone  bill? 

Secretary  Pierce.  It  has  always  been  called  an  enterprise  zone, 
not  an  urban  enterprise  zone. 

Mr.  LaFalce.  I  don't  think  that  is  correct. 

Secretary  Pierce.  That  is  what  we  always  called  it,  and  that  is 
how  we  sent  up  our  legislation. 

Mr.  LaFalce.  You  didn't  say  we  have  always  called  it.  You  said 
it  before.  I  think  you  should  stand  corrected  on  that.  A  great  many 
others  have 

Secretary  Pierce.  I  don't  accept  the  correction,  but  that  is  OK. 

Mr.  LaFalce.  You  can  correct  it;  nobody  else  can.  What  I  would 
like  to  get  at  is  what  is  the  difference  between  a  tax  subsidy,  which 
you  are  favoring,  and  other  types  of  subsidies  which  you  are  not 
favoring?  What  is  so  special  about  a  tax  subsidy? 

Secretary  Pierce.  When  you  say  there  are  subsidies,  there  are 
subsidies  right  now  in  our  program  that  we  are  handing  to  you.  It 
is  a  question  of  where  you  stop,  how  much  it  is,  under  wliat  cir- 
cumstances. It  is  that  sort  of  thing. 

There  is  no  general  overall  rule  that  there  shouldn't  be  any  kind 
of  subsidy. 

Mr.  LaFalce.  Well,  you  have  come  up  with  this  program,  this  en- 
terprise zone  act  or  tax  subsidies,  for  25  cities  in  America.  Now  I 
remember  when  the  Department  of  Housing  and  Urban  Develop- 
ment just  a  few  years  back  got  together  with  EDA,  SBA,  and  thev 
came  up  with  a  program  called  the  neighborhood  business  revital- 
ization  program,  the  NBR  program. 

A  memorandum  of  agreement  contract  was  signed  between  EDA 
and  SBA.  They  would  target  special  assistance  to  25  cities,  commu- 
nities. What  is  the  status  of  that  program,  Mr.  Secretary? 

Secretary  Pierce.  We  don't  have  a  neighborhood  program? 

Mr.  LaFalce.  We  don't  have  an  NBR  program  any  longer,  under 
Assistant  Secretary  Bollinger. 

Secretary  Pierce.  NBR? 

Mr.  LaFalce.  Neighborhood  business  revitalization. 

Secretary  Pierce.  I  thought  you  were  talking  about  a  neighbor- 
hood program— I  think  we  have  that  kind. 

Mr.  LaFalce.  What  is  so  good  about  the  program  that  you  have 
that  shouldn't  be  expanded  and,  if  not,  shouldn't  we  eliminate  it? 
Why  should  we  come  up  with  this  enterprise  zone  program  instead 
of  or  in  placement  of  or  in  addition  to  an  existing  NBR  program? 

Secretary  Pierce.  Let  me  just  check  and  see  how  much  we  have 
done  on  this. 

[Discussion  off  the  record.] 

Secretary  Pierce.  He  says  you  are  talking  about  a  demonstration 
program,  run  by  SBA. 
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Mr.  LaFalce.  It  has  been  going  on  for  several  years. 

Secretary  Pierce.  Enterprise  zones  and  this  particular  program 
are  two  different  things. 

Mr.  LaFalce.  My  time  is  expired,  as  always  happens. 

Chairman  Gonzalez.  Mr.  Wylie? 

Mr.  Wyue.  Thank  you,  Mr.  Chairman. 

It  seemed  from  the  last  colloquy,  Mr.  Secretary,  that  the  admin- 
istration's attempt  to  bring  inflation  under  control,  which  would  be 
doing  something  for  everybody,  is  being  equated  with  doing  nothing 
for  anybody.  I  submit  that  if  we  do  bring  inflation  under  control  by 
reducing  the  deficit,  through  reducing  spending  in  some  of  these 
programs  where  there  has  been  some  abuse,  that  will  help  every- 
body in  the  long  run. 

I  think  that  is  the  quest  of  the  administration's  program.  To  say 
that  nothing  is  being  done  for  housing  is  incorrect.  I  was  at  the  Na- 
tional Realtors  Association  convention  the  other  day,  and  I  heard 
the  President  say  that  changes  are  being  undertaken  regarding  the 
mortgage  revenue  bond  programs,  to  loosen  the  arbitrage  restric- 
tions and  broaden  the  definition  of  distressed  areas.  Congressman 
Wortley  referred  to  this  a  little  earlier. 

I  might  say  that  the  Republican  task  force  on  real  estate,  hous- 
ing and  thrift  institutions  adopted  a  resolution  just  yesterday  in 
which  we  specifically  mentioned  H.R.  4717,  which  is  a  bill  current- 
ly in  conference,  and  called  for  its  being  amended  to  facilitate  the 
use  of  the  mortgage  revenue  bond  program. 

We  suggest  it  be  amended  further  to  assist  the  purchase  of 
homes  with  a  purchase  price  of  110  percent  of  the  average  price, 
that  the  State  limitation  on  the  amount  of  mortgage  revenue  bonds 
be  increased  to  $400  million  from  the  present  $200  million  unless 
the  State  has  a  higher  limit,  based  on  9  percent  of  the  average 
annual  aggregate  of  mortgage  originations  and  that  in  addition, 
the  arbitrage  allowance  be  increased  from  1  percent  to  1.25  per- 
cent. 

Now,  I  think  that  is  a  positive  move  in  the  right  direction  to  get 
housing  going  in  the  various  States,  Mr.  Secretary. 

I  think  it  is  an  irony  that  Ohio  is  1  of  only  3  States  of  all  of  the 
50  that  can't  take  advantage  of  that  right  now  because  we  have  a 
constitutional  amendment  against  tax  exempt  housing  bonds.  We 
are  trying  to  correct  that,  too. 

I  applaud  you  for  what  you  are  doing  in  this  regard.  I  signed  on 
early  on  this  mortgage  revenue  bond  proposal  because  I  did  think 
it  was  a  positive  step  to  try  to  get  some  new  houses  going  in  a 
timely  fashion. 

I  agree,  in  that  respect,  that  we  do  need  to  get  the  housing  indus- 
try back  on  its  feet.  It  can  be  the  force  to  lead  us  out  of  some  of  our 
problems,  vis-a-vis  unemployment  and  high  interest  rates. 

But  I  also  want  to  applaud  you  for  the  task  force,  which  Mr. 
Hovde  heads  up,  which  is  working  with  local  communities  to  try  to 
reduce  regulations  and  redtape  vis-a-vis  city  ordinances  and  that 
sort  of  thing. 

I  think  there  have  been  some  positive  signs  in  that  regard.  Those 
are  statements  on  my  part,  which  are  not  necessarily  questions, 
but  I  wanted  to  follow  up  on  the  previous  exchange  vis-a-vis  the 
mortgage  revenue  bonds. 
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this  minute,  slowing  down  the  cost  of  Government  expenditures. 
All  of  that  is  part  of  the  program. 

Mr.  LaFalce.  Let's  talk  about  expenditures.  You  said  you  are 
against  subsidies.  You  are  certainly  eliminating  the  direct  subsi- 
dies, but  you  are  increasing  other  kinds  of  subsidies,  a  tax  subsidy 
via  your  enterprise  zone  bill.  That  includes  rural  areas  now, 
doesn't  it? 

Secretary  Pierce.  Yes. 

Mr.  LaFalce.  So  it  is  no  longer  an  urban  enterprise  zone  propos- 
al, it  is  an  American  enterprise  zone  bill? 

Secretary  Pierce.  It  has  always  been  called  an  enterprise  zone, 
not  an  urban  enterprise  zone. 

Mr.  LaFalce.  I  don't  think  that  is  correct. 

Secretary  Pierce.  That  is  what  we  always  called  it,  and  that  is 
how  we  sent  up  our  legislation. 

Mr.  LaFalce.  You  didn't  say  we  have  always  called  it.  You  said 
it  before.  I  think  you  should  stand  corrected  on  that.  A  great  many 
others  have 

Secretary  Pierce.  I  don't  accept  the  correction,  but  that  is  OK. 

Mr.  LaFalce.  You  can  correct  it;  nobody  else  can.  What  I  would 
like  to  get  at  is  what  is  the  difference  between  a  tax  subsidy,  which 
you  are  favoring,  and  other  types  of  subsidies  which  you  are  not 
favoring?  What  is  so  special  about  a  tax  subsidy? 

Secretary  Pierce.  When  you  say  there  are  subsidies,  there  are 
subsidies  right  now  in  our  program  that  we  are  handing  to  you.  It 
is  a  question  of  where  you  stop,  how  much  it  is,  under  what  cir- 
cumstances. It  is  that  sort  of  thing. 

There  is  no  general  overall  rule  that  there  shouldn't  be  any  kind 
of  subsidy. 

Mr.  LaFalce.  Well,  you  have  come  up  with  this  program,  this  en- 
terprise zone  act  or  tax  subsidies,  for  25  cities  in  America.  Now  I 
remember  when  the  Department  of  Housing  and  Urban  Develop- 
ment just  a  few  years  back  got  together  with  EDA,  SBA,  and  thev 
came  up  with  a  program  called  the  neighborhood  business  revital- 
ization  program,  the  NBR  program. 

A  memorandum  of  agreement  contract  was  signed  between  EDA 
and  SBA.  They  would  target  special  assistance  to  25  cities,  commu- 
nities. What  is  the  status  of  that  program,  Mr.  Secretary? 

Secretary  Pierce.  We  don't  have  a  neighborhood  program? 

Mr.  LaFalce.  We  don't  have  an  NBR  program  any  longer,  under 
Assistant  Secretary  Bollinger. 

Secretary  Pierce.  NBR? 

Mr.  LaFalce.  Neighborhood  business  revitalization. 

Secretary  Pierce.  I  thought  you  were  talking  about  a  neighbor- 
hood program— I  think  we  have  that  kind. 

Mr.  LaFalce.  What  is  so  good  about  the  program  that  you  have 
that  shouldn't  be  expanded  and,  if  not,  shouldn't  we  eliminate  it? 
Why  should  we  come  up  with  this  enterprise  zone  program  instead 
of  or  in  placement  of  or  in  addition  to  an  existing  NBR  program? 

Secretary  Pierce.  Let  me  just  check  and  see  how  much  we  have 
done  on  this. 

[Discussion  off  the  record.] 

Secretary  Pierce.  He  says  you  are  talking  about  a  demonstration 
program,  run  by  SBA. 
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Mr.  LaFalce.  It  has  been  going  on  for  several  years. 

Secretary  Pierce.  Enterprise  zones  and  this  particular  program 
are  two  different  things. 

Mr.  LaFalce.  My  time  is  expired,  as  always  happens. 

Chairman  Gonzalez.  Mr.  Wylie? 

Mr.  Wyue.  Thank  you,  Mr.  Chairman. 

It  seemed  from  the  last  colloquy,  Mr.  Secretary,  that  the  admin- 
istration's attempt  to  bring  inflation  under  control,  which  would  be 
doing  something  for  everybody,  is  being  equated  with  doing  nothing 
for  anybody.  I  submit  that  if  we  do  bring  inflation  under  control  by 
reducing  the  deficit,  through  reducing  spending  in  some  of  these 
programs  where  there  has  been  some  abuse,  that  will  help  every- 
body in  the  long  run. 

I  think  that  is  the  quest  of  the  administration's  program.  To  say 
that  nothing  is  being  done  for  housing  is  incorrect.  I  was  at  the  Na- 
tional Realtors  Association  convention  the  other  day,  and  I  heard 
the  President  say  that  changes  are  being  undertaken  regarding  the 
mortgage  revenue  bond  programs,  to  loosen  the  arbitrage  restric- 
tions and  broaden  the  definition  of  distressed  areas.  Congressman 
Wortley  referred  to  this  a  little  earlier. 

I  might  say  that  the  Republican  task  force  on  real  estate,  hous- 
ing and  thrift  institutions  adopted  a  resolution  just  yesterday  in 
which  we  specifically  mentioned  H.R.  4717,  which  is  a  bill  current- 
ly in  conference,  and  called  for  its  being  amended  to  facilitate  the 
use  of  the  mortgage  revenue  bond  program. 

We  suggest  it  be  amended  further  to  assist  the  purchase  of 
homes  with  a  purchase  price  of  110  percent  of  the  average  price, 
that  the  State  limitation  on  the  amount  of  mortgage  revenue  bonds 
be  increased  to  $400  million  from  the  present  $200  million  unless 
the  State  has  a  higher  limit,  based  on  9  percent  of  the  average 
annual  aggregate  of  mortgage  originations  and  that  in  addition, 
the  arbitrage  allowance  be  increased  from  1  percent  to  1.25  per- 
cent. 

Now,  I  think  that  is  a  positive  move  in  the  right  direction  to  get 
housing  going  in  the  various  States,  Mr.  Secretary. 

I  think  it  is  an  irony  that  Ohio  is  1  of  only  3  States  of  all  of  the 
50  that  can't  take  advantage  of  that  right  now  because  we  have  a 
constitutional  amendment  against  tax  exempt  housing  bonds.  We 
are  trying  to  correct  that,  too. 

I  applaud  you  for  what  you  are  doing  in  this  regard.  I  signed  on 
early  on  this  mortgage  revenue  bond  proposal  because  I  did  think 
it  was  a  positive  step  to  try  to  get  some  new  houses  going  in  a 
timely  fashion. 

I  agree,  in  that  respect,  that  we  do  need  to  get  the  housing  indus- 
try back  on  its  feet.  It  can  be  the  force  to  lead  us  out  of  some  of  our 
problems,  vis-a-vis  unemployment  and  high  interest  rates. 

But  I  also  want  to  applaud  you  for  the  task  force,  which  Mr. 
Hovde  heads  up,  which  is  working  with  local  communities  to  try  to 
reduce  regulations  and  redtape  vis-a-vis  city  ordinances  and  that 
sort  of  thing. 

I  think  there  have  been  some  positive  signs  in  that  regard.  Those 
are  statements  on  my  part,  which  are  not  necessarily  questions, 
but  I  wanted  to  follow  up  on  the  previous  exchange  vis-a-vis  the 
mortgage  revenue  bonds. 
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Thank  you  very  much  for  appearing  here. 

Secretary  Pierce.  Thank  you  very  kindly. 

Chairman  Gonzalez.  Mr.  Lundine? 

Mr.  Lundine.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  would  like  to  ask  you  about  the  UDAG  program. 
In  the  past  it  has  been  used  for  revolving  loan  funds,  tnat  is,  a 
grant  was  made  to  a  community  for  a  specific  purpose  and  when 
they  loaned  that  money  out  to  an  industry  it  was  repcdd,  it  was  in 
the  grant  contract  that  they  could  then  lend  the  money  out  to 
other  specific  categories  of  industry. 

Recently  I  understand  that  your  Department  has  been  notifying 
communities  that  have  those  kinds  of  agreements  that  they  are  not 
allowed  to  turn  the  loan  programs  over  to  new  loans. 

Is  that  a  change  in  policy?  What  is  intended  to  be  done  with 
those  funds  that  are  in  effect  recaptured  contrary  to  priority  con- 
tractual agreements? 

Secretary  Pierce.  As  I  understand  it,  you  are  talking  about  the 
UDAG  funds? 

Mr.  Lundine.  Yes. 

Secretary  Pierce.  The  funds  that  are  recaptured  are  no  longer  to 
go  back  into  the  cities.  I  understand  they  will  go  back  into  the 
Treasury.  But  let  me  check  that  to  be  sure. 

[Discussion  off  the  record] 

Secretary  Pierce.  I  talked  with  my  people  and  they  said  the 
money  still  goes  back  to  the  community,  so  it  doesn't  go  into  the 
Treasury. 

Mr.  Lundine.  I  appreciate  that.  I  might  add,  in  my  view,  these 
revolving  loan  funds,  where  appropriate,  can  be  some  of  the  most 
worthwhile  and  effective  economic  development  gO€ds  for  the  local 
communities. 

So,  I  am  delighted  to  hear  that.  We  have  had  a  problem  in  New 
York,  and  I  asked  Farmers  Home  about  it.  It  seems  to  me  it  is 
spreading  nationwide,  that  their  section  515  rural  renting  housing 
is  not  getting  the  section  8  subsidies  necessary  to  qualify  people 
that  can  afford  it  and  therefore  manv  units  are  having  to  oe  re- 
turned because  they  are  not  viable  without  the  section  8  funds. 

I  realize  there  may  have  been  a  dispute  between  the  administra- 
tion and  the  Congress  about  a  rescission,  but  if  the  rescission  is  not 
accepted,  will  this  funding  be  made  available  for  the  rural  rental 
program? 

Secretary  Pierce.  I  would  have  to  check  that  with  our  people 
who  have  been  in  touch  with  Agriculture. 

[Discussion  off  the  record] 

Secretary  Pierce.  I  understand  if  you  don't  approve  the  rescis- 
sion, 5,000  units  will  become  available. 

Mr.  Lundine.  Turning  to  an  immediate  concern  I  have,  I  guess 
seldom  do  I  get  to  ask  a  Secretary  a  question  on  a  matter  coming 
up  this  afternoon,  and  I  don't  know  how  to  vote  on  it. 

Are  you  familiar  with  the  Corcoran  and  Evans  attempt  to  try  to 
divert  $1  billion  from  the  Svnthetic  Fuel  Corp.  to  housing  and,  as  I 
understand  it,  generally  nave  that  go  into  mortgage  revenue 
bonds? 

If  you  are  familiar  with  it,  do  you  support  it? 

Secretary  Pierce.  We  have  no  position  on  that. 
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Mr.  LuNDiNE.  Finally,  again  turning  back  to  UDAG,  is  it  a  new 
policy  of  HUD  or  is  tjfiere  an  unwritten  policy  that  UDAG  is  no 
longer  going  to  be  used  for  housing? 

Secretary  Pierce.  The  emphasis  of  UDAG  in  the  future  will  be 
on  industrial  use  and  commercial  use  and  only  under  certain  cir- 
cumstances will  it  be  used  for  housing,  and  on  those  occasions  will 
have  to  be  involved  with  industrial  or  commercial  projects. 

Mr.  LuNDiNE.  In  other  words,  only  if  the  housing  is  necessary  to 
support  an  industrial  or  commercial 

Secretary  Pierce.  It  would  have  to  be  part  of  the  package,  yes. 

Mr.  LuNDiNE.  Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Mr.  Lowery? 

Mr.  LowERY.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  we  are  faced  with  probably  the  worst  housing 
crisis  since  World  War  II.  Are  there  any  words  of  wisdom  or  ad- 
ministration policy  that  you  can  share  with  us  beyond  the  Presi- 
dent's most  recent  statements? 

Secretary  Pierce.  I  can  say  this:  That  we  have  a  Cabinet-level 
task  force  that  has  been  working  on  this.  We  have  given  to  the 
President  a  number  of  ideas.  A  few  of  those  ideas  he  mentioned  in 
the  speech  he  made  recently  before  the  National  Association  of 
Realtors.  Other  ideas  that  we  have  given  to  him  he  has  not  com- 
mented on  yet,  and  as  far  as  I  know  he  has  not  made  up  his  mind 
on  them  yet. 

Mr.  LowERY.  How  much  longer  do  you  think  we  can  continue 
with  interest  rates  such  as  they  are,  in  the  housing  industry  and 
related  financial  institutions,  thrifts  in  particular?  How  much 
longer  do  you  think  we  can  survive  before  something  happens? 

I^cretary  Pierce.  Before  something  happens?  What  happens? 

Mr.  LowERY.  The  bottom  falls  out,  for  openers.  It  seems  to  me  we 
made  a  conscious  decision  in  administration  policy  that  because  of 
the  deficits  a  certain  sector  of  our  economy  is  going  to  bear  a  dis- 
proportionate burden.  It  strikes  me  we  have  an  obligation  to  assist 
over  this  tough  period. 

I  think  the  administration's  overall  economic  program  is  sound, 
but  there  is  an  Achille's  heel  in  that  the  deficits  and  corresponding 
impact  on  industry,  the  devastating  impact  that  has  on  housing  in 
particular? 

Secretary  Pierce.  You  have  hit  the  nail  on  the  head— the  defi- 
cits. We  have  to  be  very  careful  about  supporting  programs  that 
will  immediately  increase  our  deficits.  We  have  to  try  to  cut  down 
the  deficit,  not  increase  it. 

The  increase  in  deficit  is  one  of  the  major  things  that  causes  the 
interest  rates  to  stay  high.  If  the  interest  rates  remain  high,  hous- 
ing and  all  of  the  other  industries  in  this  country  will  have  one 
tough  time. 

Mr.  Lowery.  I  think  they  already  are  and  have  for  about  IVt. 
years.  The  housing  industry  has  been  in  a  state  of  virtual  depres- 
sion, let  alone  recession. 

Secretary  Pierce.  If  we  increase  the  deficit  so  that  interest  rates 
go  even  higher,  as  the  comedians  say,  you  ain't  seen  nothing  yet. 

Mr.  LowERY.  Is  the  administration  taking  any  position  on  the 
Lugar  bill?  Do  you  expect  the  administration  will  do  so? 
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Secretary  Pierce.  The  President  has  not,  to  my  knowledge,  taken 
a  position  on  the  Lugar  bill  as  yet.  We  have  given  nim  our 
thoughts  from  the  committee  and  he  has  not  taken  an  official  posi- 
tion as  far  as  I  know. 

Mr.  LowERY.  What  are  the  thoughts  of  your  task  force? 

Secretary  Pierce.  I  cannot  reveal  that.  I  will  let  the  President  do 
the  talking. 

Mr.  LowERY.  Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Mr.  Garcia? 

Mr.  Garcia.  Thank  you,  Mr.  Chairman. 

First,  it  is  good  to  see  you,  Mr.  Secretary.  I  really  would  like  to 
start  where  my  colleague,  Mr.  Mitchell  of  Maryland,  ended  off,  as 
it  dealt  with  the  question  of  enterprise  zones. 

As  the  person  who  has  over  the  last  2  years  been  in  the  forefront 
of  the  enterprise  zones,  I  just  want  to  make  it  very  clear  and  state 
for  the  record  that  the  enterprise  zones  are  in  no  way,  never  was 
meant  to  be  or  never  should  be  interpreted  to  be  a  program  that  is 
going  to  replace  the  budget  cuts  and  the  horrendous  actions  taken 
by  the  Congress  in  1981. 

I  believe  the  enterprise  zones  are  important,  but  nobody  here 
should  leave  here  thinking  that  this  is  the  cure-all  of  America's 
urban  problems.  It  is  really  a  small  component. 

This  is  a  conversation  that  both  you  and  I,  Mr.  Secretary,  have 
had  in  the  past.  I  think  what  has  happened  with  the  media  is  they 
have  made  a  bigger  deal  out  of  this  than  it  really  is. 

I  would  hope  that  it  is  successful.  I  hope,  as  we  progress  with  the 
enterprise  zones  and  take  the  bugs  out  of  the  enterprise  zones,  be- 
cause there  will  be  many  suggestions,  that  we  can  purify  it  and 
really  make  it  work. 

As  a  military  person,  as  one  who  served  in  Korea  in  1951  and 
having  landed  at  Inchon,  I  can  tell  you  that  the  fact  of  the  matter 
is,  as  far  as  I  am  concerned,  the  first  wave  of  an  amphibious  attack 
is  always  the  one  that  gets  their  hands  on  them,  the  second  wave  is 
still  difficult,  and  the  third  wave  walks  in  pretty  easily  and  sajrs 
gee,  this  was  easy,  landing  on  the  beach  here. 

I  interpret  the  enterprise  zones  to  be  pretty  much  in  the  same 
category.  I  believe  we  are  going  to  have  some  serious  problems 
trying  to  implement  them  and  making  sure  they  work.  But  I  would 
share  with  you,  Mr.  Secretary,  that  if  it  works,  I  don't  think  75 
zones  are  going  to  be  enough  over  the  first  3  years.  I  think  if  it 
works,  I  think  we  are  going  to  have  to  look  at  this  and  expand  it 
even  further  so  that  everybody  at  every  locality  in  the  country  gets 
a  piece  of  the  action. 

So,  I  just  want  to  say  to  my  colleague  from  Maryland,  it  is  a  good 
idea  and  I  hope  that  we  can  all  support  it,  but  it  should  not  be  in- 
terpreted as  the  end-all  and  cure-all  for  America's  urban  problems. 

Having  said  that,  Mr.  Secretary,  I  would  like  to  ask  you  a  couple 
of  questions,  if  I  may.  I  want  to  talk  about  public  housing.  I  don't 
think  we  have  really  touched  on  it. 

It  seems  to  me  that  public  housing— and  I  represent  many  per- 
sons who  live  in  public  housing,  if  I  can  just  read  off  a  list  of  about 
four  or  five  questions  that  I  have  here.  First,  there  has  been  a 
delay  in  getting  the  money  out  as  it  pertains  to  1981  supplemental 
budgets;  second,  the  public  housing  agencies  still  have  not  received. 
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I  understand,  their  1982  operating  subsidies;  third,  HUD  is  threat- 
ening to  cut  the  operating  subsidies  to  public  housing  authorities, 
which  receive  home  energy  assistance;  fourth,  HUD  may  be  violat- 
ing its  regulations  by  holding  the  1981  supplemental  funds,  I  guess, 
kind  of  hostage  until  public  housing  authorities  give  up  their  right 
to  utility  adjustments. 

There  are  about  four  questions  there,  and  I 

Secretary  Pierce.  But  the  theme  of  the  whole  idea  is  that  we  are 
holding  money  that  the  public  housing  authority  should  have.  That 
is  the  thing.  I  understand  we  have  gotten  out  a  great  deal  of  this 
money  and  that  if  it  hasn't  gotten  to  the  authorities,  I  don't  under- 
stand why. 

Let  me  find  out.  I  understand  it  is  all  out.  That  is  my  under- 
standing. That  is  what  we  ordered.  I  understand  that  has  been 
done. 

Mr.  Garcia.  Mr.  Secretary,  if  I  can  just  follow  up,  can  you  give 
us  some  date  as  to  when  the  moneys  were  released?  Maybe  there  is 
a  problem  because  I  get  hell  from  the  New  York  City  Housing  Au- 
thority all  of  the  time  as  to  what  is  going  on. 

Secretary  Pierce.  On  March  5,  $140  million  was  released.  On 
March  12  the  balance  was  released,  $1,152  billion. 

Mr.  Garcia.  OK.  The  last  question  I  would  like  to  ask— and  I 
will  call  them  as  soon  as  I  finish  with  you,  I  will  call  the  housing 
authority  right  away — is  the  question  of  the  rescissions  and  the 
question  of  the  moneys  that  were  appropriated  for  section  8  hous- 
ing last  year. 

Now,  there  are  several  projects  in  my  community  that  have  been 
held  up  based  upon  those  rescissions  and  based  upon  the  action  by 
Congress  waiting  to  see  if  Congress,  in  fact,  is  going  to  release 
those  moneys  or  if  in  fact  we  are  going  to  take  those  moneys  and 
put  them  back  in  the  Treasury. 

If,  in  fact.  Congress  states  that  those  moneys  must  be  appropri- 
ated and  sent  out  to  the  localities,  is  HUD  in  a  position  as  of  this 
moment  to  release  those  moneys  or  is  it  0MB  that  releases  the 
moneys?  How  does  that  work? 

Secretary  Pierce.  Well,  we  would  be  in  a  position  to  release  the 
moneys,  but  depending  on  the  circumstances  we  may  have  to  have 
an  approval  by  0MB.  It  depends  on  the  circumstances. 

Mr.  Garcia.  You  and  I  have  had  several  conversations  about  sev- 
eral projects  in  my  community  of  the  South  Bronx,  and  the  biggest 
problem  we  have  had  is  the  question  of  the  rescission  and  the  ques- 
tion of  what  action  Congress  is  going  to  take.  So  that  even  in  fact  if 
Congress  says  that  yes,  we  will  release  the  moneys,  there  is  still  a 
possibility 

Secretary  Pierce.  Let  me  put  it  this  way.  If,  for  example,  you 
don't  act  on  a  rescission— and  there  are  various  units  that  can  be 
recaptured,  it  depends  upon  what  you  have— we  would  go  ahead 
and  we  would  do  what  Congress  said  in  that  circumstance. 

It  is  not  a  matter  of  sending  out  money.  It  is  a  matter  of  recap- 
turing the  units  and  doing  whatever  has  to  be  done.  If  it  is  a 
matter  of  money  that  has  to  be  dispensed,  we  would  have  to  do 
whatever  the  Congress  said. 

But  sometimes,  as  I  say,  you  can't  make — I  don't  want  to  make  a 
blanket  statement  because  a  particular  situation  may  involve  very 
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complicated  circumstances.  We  may  have  to  have  0MB  approval 
and  there  might  even  be  a  disapproval  after  that.  The  matter  may 
eventually  be  taken  to  the  President,  depending  upon  how  compli- 
cated the  situation  gets. 

Mr.  Garcia.  So  there  is  still  a  gray  area  there? 

Secretary  Pierce.  There  could  be.  I  just  don't  know  every  factor 
and  circumstance.  Generally  speaking,  yes,  we  will  spend  the 
money. 

Mr.  Garcia.  Thank  you.  My  time  is  expired. 

Chairman  Gonzalez.  Mr.  Hoyer? 

Mr.  Hoyer.  Mr.  Secretary,  I  share  the  chairman's  view.  We  have 
discussed,  of  course,  the  administration's  program  to  the  extent 
that  we  know  it. 

I  understand  in  response  to  the  person  across  the  aisle  that  you 
are  not  prepared  to  discuss  the  technical  legal  programmatic 
aspect  of  the  various  proposals,  including  H.R.  5731,  but  also  the 
Lugar  proposal  and  Patterson  proposal  and  others  dealing  with  the 
single-family,  homebuilding,  home  buying  market. 

Would  that  be  an  accurate  statement?  It  is  before  the  President, 
the  President  is  reviewing  it,  and  you  are  not  prepared  to  make  a 
statement,  for  instance,  with  respect  to  the  buy-down  proposals 
both  in  Lugar  and  Patterson  and  other  proposals  before  us,  to  stim- 
ulate the  home  buying  and  homebuilding? 

Secretary  Pierce.  Let  me  save  you  time.  It  would  be  my  opin- 
ion— I  will  go  out  on  a  limb  on  this— that  the  President  will  not  go 
along  with  the  Lugar  or  any  other  deep  subsidv  proposal. 

Mr.  Hoyer.  Essentiallv  on  the  deficit  theory? 

Secretary  Pierce.  Well,  that  is  one  of  the  basic  things.  We  want 
to  keep  that  deficit  down  and  not  allow  it  to  go  up.  We  think  that 
will  increase  interest  rates. 

Mr.  Hoyer.  Let  me  try  to  be  brief  and  to  the  point.  I  have  a 
number  of  questions.  I  am  going  to  ask  one  for  Mr.  B' Amours,  who 
could  not  be  here.  He  is  from  New  Hampshire.  He  is  very  con- 
cerned about  the  rent  supplement  program.  He  understands  that  in 
particular  projects  in  New  Hampshire,  people  were  notified  March 
26  that  their  rents  would  be  increased  due  to  the  loss  of  rent  sup- 
plement funds  effective  April  1. 

He  was  able,  apparently,  to  resolve  this  particular  crisis  so  that 
the  tenants  were  not  facing  a  rent  increase  of  75  percent.  He  found 
that  in  three  other  projects  in  the  State  of  New  Hampshire  they 
are  running  out  of  rent  supplement  funds  on  May  1.  The  loos  of 
those  funds  will  mean  approximately  100  elderly  and  disabled  ten- 
ants will  face  the  choice  of  using  almost  all  of  their  income  for  rent 
or  face  eviction. 

Why  has  the  department  not  amended  these  rent  supplement 
contracts  in  a  more  timely  manner  with  the  necessary  mnds  so 
that  the  tenants  are  not  threatened  with  the  loss  of  their  homes  or 
tremendous  rent  increases?  The  property  owners  should  not  be  put 
in  the  position  of  displacing  these  tenants. 

Secretary  Pierce.  In  New  Hampshire? 

Mr.  Hoyer.  Yes,  apparently  a  problem  with  the  amended  supple- 
ment. 

Secretary  Pierce.  I  understand  there  is  no  rent  supplement 
money.  We  have  no  money  to  give  them  at  this  time.  We  have 
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none.  We  are  out  of  money.  We  do  have  a  proposal  in  right  now,  as 
part  of  our  own  budget  proposal,  to  try  to  help  remedy  that  situa- 
tion. 

Right  now,  the  short  answer  is  we  don't  have  the  money. 

Mr.  HoYER.  So  to  solve  this  problem  you  need  an  emergency  sup- 
plemental of  some  type? 

Secretary  Pierce.  Well,  it  is  in  the  rescission  package.  It  is  a  con- 
version of  rent  supplements.  It  would  be  a  favorable  action.  It 
would  help. 

Mr.  HoYER.  OK.  Perhaps  Mr.  D' Amours  will  follow  up  on  that. 

Mr.  Secretary,  if  I  might,  with  respect  to  your  full  statement— 
the  pages  I  will  be  referring  to  deal  with  your  full  statement,  not 
the  short  version — with  respect  to  the  community  development  pro- 
gram, you  indicate  not  proposing  legislative  amendments  to  the 
community  block  development  grant  this  year. 

Do  you  perceive  proposals  being  made  to  reduce  this  program 
next  year?  Is  something  in  the  works? 

Secretary  Pierce.  I  don't  see  whether  it  will  be  increased  or  de- 
creased next  year.  Right  now  I  think  generally,  just  for  budget 
comparative  purposes,  we  carry  it  at  the  same  figure. 

Mr.  HoYER.  So  thisyear  implies  nothing  other  than  this  year? 

Secretary  Pierce.  That  is  what  it  is,  this  year. 

Mr.  Hover.  With  respect  to  the  UDAG  program,  on  page  6  of 
your  testimony  you  indicate  you  think  it  is  operating  decently. 
Does  that  lead  me  to  believe  that  you  do  not  find  any  waste,  fi*aud 
or  mismanagement  in  the  UDAG  program? 

Secretary  Pierce.  There  was  a  study  made.  They  found  certcdn 
things  in  it  that  could  be  improved,  and  they  are  going  to  be,  but 
there  was  no  great  degree  of  waste,  fraud  or  mismanagement.  That 
is  a  very  broad  term.  It  didn't  operate  perfectly.  We  are  trying  to 
improve  it. 

Mr.  HoYER.  When  you  find  the  program  that  operates  perfectly, 
will  you  identify  that  for  all  of  us  so  we  can  model  after  it? 

Second,  this  leads  me  to  a  question  of  a  more  general  nature. 
Can  you  give  me  a  dollar  figure  on  the  amoimt  you,  as  Secretary, 
or  a  management  team  within  your  organization,  have  identified 
for  waste,  fraud  and  mismanagement  that  can  be  saved?  Has  that 
been  done? 

Secretary  Pierce.  Waste,  fraud  and  mismanagement,  b  dollar 
figure  that  can  be  saved? 

Mr.  HoYER.  What  I  am  saying  is  the  President  has  been  very 
strong 

Secretary  Pierce.  We  can't  tell  you  the  exact  number,  but  we  do 
the  best  we  can.  I  don't  want  to  guess.  That  is  what  I  would  be 
doing  because  it  is  a  huge  organization.  I  don't  see  how  anybody 
could  figure  it  out  with  any  kind  of  accuracy. 

If  you  could  do  that,  you  would  know  where  all  of  the  waste, 
fraud  and  mismanagement  is,  and  you  should  be  cleaning  it  up.  We 
don't  know  where  it  all  is. 

Mr.  HoYER.  Would  it  be  fair  to  say  in  an  organization  of  your 
size  it  is  very  difficult? 

Secretary  Pierce.  It  is  a  very  difficult  thing  to  estimate  accurate- 
ly- 

Mr.  HoYER.  For  any  administration? 


Digitized  by  CjOOQIC 


2798 


Secretary  Pierce.  For  any  administration. 

Mr.  HoYER.  Following  up  on  the  enterprise  zone,  on  page  7  of 
your  testimony,  I  am  interested  in  the  distinction  you  make  of  tax 
expenditure.  Secretary  Regan  testified  before  our  committee  re- 
cently and  made  the  same  observation. 

As  I  understand  the  enterprise  proposal,  it  will  cost  a  third  of  a 
billion  dollars  in  revenues  foregone,  which  is  essentially  a  phrase 
you  used  in  your  statement  and  the  euphemism  is  used  in  me 

Secretary  Pierce.  Let  me  put  it  this  way  for  you.  We  expect  $12.4 
million  for  each  enterprise  zone.  You  can  multiply  that  out  by  25, 
50  or  75  and  you  can  see  where  it  is.  We  think  that  that  is  a  figure 
that  really  doesn't  show  the  whole  thing  because  if  these  are  suc- 
cessful at  all,  we  will  get  to  a  point  where  we  will  get  all  of  that 
money  back  and  more  besides. 

We  will  come  out  a  winner  if  these  are  successful,  but  that  is  the 
money  we  estimate  we  will  lose  regardless. 

Mr.  HoYER.  Your  theory  is  that  the  $310  million  you  are  refer- 
ring to  will  in  effect  be  money  spent  that  will  have  a  greater 
return? 

Secretary  Pierce.  It  won't  be  money  spent.  You  see,  a  lot  of 
people  argue  that  we  don't  really  have  any  outlays  in  this  program, 
except  for  administration,  because  enterprise  zones  will  be  located 
in  areas  where  there  is  little  or  no  tax  revenue  anyway.  The  Feder- 
al Government  is  not  getting  any  taxes,  so  why  should  we  say  it 
costs  the  Government  anythmg.  There  is  no  outlay  of  money  and 
there  is  no  loss  in  tax  revenue. 

These  are  arguments  of  economists.  You  take  your  choice.  Some 
people  would  say  it  costs  nothing,  but  according  to  the  U.S.  Treas- 
ury Department,  the  cost  is  put  at  $12.4  million  for  each  enterprise 
zone. 

Mr.  Hoyer.  I  have  been  informed  my  time  is  expired. 

Chairman  Gonzalez.  Mr.  Bereuter? 

Mr.  Bereuter.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  have  had  a  chance  to  look  at  your  comments.  I 
am  sorry  I  was  not  here  for  your  personal  delivery  of  them.  I  would 
like  to  ask  first  a  question  about  the  enterprise  zones. 

I  am  supporting  the  enterprise  zone  concept  and  work  with  Mr. 
Garcia  and  the  chairman  and  others.  I  anticipate,  as  I  imagine  you 
would,  complaints  from  some  struggling  businesses  that  are  not 
inside  zones  that  are  designated  and  subject  to  all  kinds  of  taxes, 
local.  State,  Federal  regulation  and  not  recipients  of  any  special 
privileges. 

What  kind  of  answer  are  you  formulating  for  those  industries  or 
enterprises  not  fortunate  enough  to  be  located  in  a  zone  eventually 
designated? 

Secretary  Pierce.  Businesses  can  go  into  those  zones  if  they  want 
to  move  into  them.  They  can  go  into  them.  They  don't  have  to  be 
there  at  the  time  the  zones  are  designated.  We  wouldn't  expect 
many  businesses  to  be  in  those  zones  at  the  time  they  are  designat- 
ed. 

Mr.  Bereuter.  Some  of  those  businesses  may  have  difiGculty  in 
making  the  switch? 

Secretary  Pierce.  Let  me  say  this.  We  really  hope  that  a  lot  of 
businesses  do  not  just  move  from  one  part  of  town  into  another.  We 
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hope  that  through  enterprise  zones  new  businesses  will  be  started, 
and  we  believe  that  there  will  be  a  lot  of  relatively  small  business- 
es started  in  these  zones.  These  small  businesses  are  labor  inten- 
sive and  would  be  very  helpful  for  the  unemployment  situation. 

Mr.  Bereuter.  Some  people,  some  changes  in  these  laboratories 
which  would  be  created  with  experimentation  as  to  whether  all  of 
these  taxes  and  regulations  are  really  productive  and  do  work  for 
the  public  in  light  of  that  possible  opportunity  to  use  these  as  labo- 
ratories to  find  the  appropriateness  of  these  taxes  and  designations, 
do  you  anticipate  that,  given  the  responsibilities  for  implementing 
an  enterprise  bill,  that  you  would  be  able  to  give  some  attention  to 
an  evaluation — very  specific  attention  to  an  evaluation  of  whether 
or  not  the  elimination  of  these  regulations  and  reduction  or  elimi- 
nation of  taxes  would  serve  the  public  purpose  in  general? 

I  am  asking  you  what  you  would  look  at  for  an  evaluation  stage, 
if  you  were  given  this  responsibility. 

Secretary  Pierce.  The  evaluation  is  whether  eventually  we  begin 
to  increase  employment  in  those  areas  and  increase  the  tax  reve- 
nue base  so  that  money  is  made  by  the  Federal,  State  and  local 
governments.  If  that  happens,  then  these  will  have  been  a  success. 

Mr.  Bereuter.  Yes,  I  am  hoping  that  that  is  a  product  coming 
out  of  this  that  we  might  have  a  look  at  whether  these  kinds  of 
changes  might  be  more  widely  applicable  across  society. 

Secretary  Pierce.  Well,  as  we  watch  them,  if  they  prove  worth- 
while, I  am  sure  that  they  will  be  used  in  other  localities  and  per- 
haps. Congressman,  the  number  that  we  can  use  will  be  increased. 

Mr.  Bereuter.  Mr.  Secretary,  on  October  20  you  received  a 
report  from  Mr.  Robert  Lloyd  detailing  the  urgent  need  for  full 
funding  of  the  public  housing  operating  subsidies  and  suggesting 
some  possible  major  consequences  or  results  of  not  funding  those 
PHA's  at  the  full  level. 

Now,  he  has  a  different  capacity,  Mr.  Lloyd  has  a  different  capac- 
ity. Can  you  summarize  what  some  of  the  most  important  conse- 
quences would  be,  in  your  judgment,  of  not  fully  funding  the  public 
housing  operating  subsidies  or  doing  something  to  relieve  our  con- 
cerns about  the  suggested  consequences,  not  only  by  Mr.  Lloyd  but 
by  others? 

Secretary  Pierce.  Well,  when  you  say  fully  funded,  do  you  mean 
under  the  PFS  formula  to  have  100  percent?  Is  that  what  you  are 
talking  about? 

Mr.  Bereuter.  I  believe  so,  yes. 

Secretary  Pierce.  Well,  we  don't  think  it  is  necessary  to  have 
that  kind  of  percentage  at  all.  We  think  that  there  can  be  suffi- 
cient operations  at  an  amount  under  that.  We  think  that  can  work 
because  of  management  improvements,  energy  conservation,  re- 
duced consumption  due  to  energy  saving  improvements,  increased 
financial  contributions  to  public  housing  from  State  and  local  gov- 
ernments, certain  deregulation,  and  increased  rents  paid  by  the 
tenants,  as  well  as  the  elimination  of  negative  rents. 

Now,  by  taking  all  of  those  factors  together  we  think  it  will  not 
be  necessary  to  have  100  percent  of  the  PFS  formula. 

Mr.  Bereuter.  My  time  is  expired,  but  I  would  ask      final  q 
tion;  that  is,  if  you  have  arrived  at  a  recommendatic  '•- 
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centage  of  eligibility,  that  would  be  appropriated  in  your  judg- 
ment? 

Secretary  Pierce.  Percentage  of  eligibility? 

Mr.  Bereuter.  If  we  are  not  talking  about  100  percent,  can  you 
move  it  into  a  percentage? 

Secretary  Pierce.  I  would  say  somewhere  around  85  percent,  but 
let  me  check  it  with  my  people. 

[Discussion  off  the  record.] 

It  would  be  about  85  percent,  but  with  these  kinds  of  chcuiges  we 
think  that  it  would  really  bring  it  to  100  percent.  That  is  an  argu- 
able point.  But  at  85  percent,  you  are  really  talking  about  the  dol- 
lars on  the  PFS  basis. 

Mr.  Bereuter.  Thank  you,  Mr.  Chairman.  I  understand  the  cur- 
rent approach  is  listed  at  82  percent.  So  we  are  close. 

Chairman  Gonzalez.  Thank  you.  We  recognize  Mr.  Vento.  It  is 
my  understanding  he  may  wish  to  yield  to  Mr.  Mitchell. 

Mr.  Vento.  I  yield  to  Mr.  Mitchell. 

Mr.  Mitchell.  I  appreciate  my  colleague  yielding,  and  I  will  be 
very  brief.  I  have  just  one  other  question  I  wanted  to  put  to  you. 

In  a  HUD  memo  dated  February  24,  an  assistant  secretary  made 
this  statement:  '^Counting  food  stamps" 

Secretary  Pierce.  Which  one? 

Mr.  MrrcHELL.  Savas. 

Counting  food  stamps  as  income  most  severely  affects  the  lowest  income,  thoae 
with  the  largest  families,  those  who  are  living  in  areas  where  the  value  of  food 
stamps  is  large  relative  to  AFDC  benefits. 

Do  you  agree  with  this  assessment,  Mr.  Secretary? 

Secretary  Pierce.  Yes;  I  would  agree  with  that. 

Mr.  Mitchell.  If  you  do,  then  how  in  all  good  conscience  can  you 
propose  counting  the  value  of  food  stamps  as  a  part  of  the  income 
for  rent  collections? 

Secretary  Pierce.  Well,  we  count  it  because  when  we  look  at  the 
situation  as  a  whole  we  find  that  even  counting  food  stamps  people 
who  live  in  subsidized  housing  are  living  there  at  a  much  cheaper 
rate  than  their  fellow  citizens  who  have  equal  income,  but  who  do 
not  live  in  subsidized  housing,  and  including  the  food  stamps 

Mr.  MrrcHELL.  Mr.  Secretary,  the  statement  says  that  it  affects 
the  poor  most.  That  is  what  it  says.  You  said  you  agreed  with  it. 

Secretary  Pierce.  Absolutely.  It  affects  the  poor  the  most.  The 
poorer,  the  more  it  affects  them. 

Mr.  MrrcHELL.  Thank  you  for  yielding  to  me,  my  colleague. 

Mr.  Vento.  Thank  you  for  that  question. 

Mr.  Secretary,  you  know  we  have  been  around  the  UDAG  thing 
a  little  bit.  As  you  pointed  out  Treasury  has  estimated  the  revenue 
loss  of  the  enterprise  proposal.  I  think  they  are  accurate  with 
regard  to  that. 

UDAG  usually  had  provided  almost  a  six-to-one  leverage.  I  don't 
know  if  your  new  study  that  you  did  indicates  that  or  not,  but  I 
think  that  is  generally  the  basis  we  have  been  operating  on. 

What  type  of  leverage  in  an  enterprise  zone  can  you  offer?  If  the 
average  revenue  loss  is  $12.4  million,  is  that  on  an  annual  basis  or 
are  we  going  to  see  $75  million  of  new  leveraging  with  that  every 
year?  Can  you  respond  to  that  or  not? 
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Secretary  Pierce.  I  don't  think  anybody  can  give  you  an  exact 
figure  of  what  ^iterprise  zones  will  do  right  now.  That  is  wivf  we 
call  it  an  eiperimental  program.  That  is  why  we  only  se^  25  in 
each  of  the  first  3  years. 

I  don't  think  anjrbody  can  possibly  tell  you  that  there  wiU  be  a 
lot  of  money  made  from  enterprise  zones.  We  believe  that  we  wiU 
besuccessfuL 

Sir.  Vento.  Therefore,  couldn't  we  be  better  ofT,  if  this  is  the  pro- 
gram, I  guess  a  tax  program  more  than  an  urban  program — it  is 
very  hard  I  think  to  drive  policy  like  this  through,  I  thmk  the  tar- 
geted aspects  of  the  UDAG  program 

Secretary  Pierce.  That  is  a  matter  of  opinion.  That  is  what  you 
think.  We  think  otherwise. 

Mr.  Vento.  One  of  the  questions  we  raised  when  you  were  here 
concerned  the  section  202  program  and  the  new  mandates  from 
HUD,  which  you  didn't  answer  my  question  with  regard  to,  which 
said  that  an  operator  had  to  offer  an  option  whether  or  not  food 
service  had  to  go  with  section  202  programs. 

You  said  you  would  be  getting  back,  you  would  like  to  answer  it 
for  the  record.  I  received  no  answer  on  it. 

Secretary  Pierce.  Let  me  find  out  why. 

Mr.  Vento.  It  was  raised  in  the  hearing  on  section  202.  I  mean 
this  is 

Secretary  Pierce.  Hold  it. 

[Discussion  off  the  record.] 

Secretary  Pierce.  I  understand  that  the  answer  has  been  pre- 
pared and  it  is  going  through  clearance.  You  should  have  it 
shortly. 

Mr.  Vento.  I  didn't  think  it  was  that  complicated  a  question,  Mr. 
Secretary,  but  I  do  appreciate  your  attendance  to  that  particular 
issue. 

Mr.  Secretary,  under  the  section  8  neighborhood  strategy  area 
program,  which  began  in  1979,  loc€d  governments  were  assured 
that  they  would  have  a  number  of  units. 

HUD's  budget  proposal  for  1983  and  its  revised  1982  budget 
shows  no  section  8  substantial  rehab  units  have  been  requested. 
The  Conference  of  Mayors  outlined  a  necessity  of  agreement  for 
4,300  units  in  1982  and  some  1,300  units  in  1983. 

Were  they  consulted  and,  if  not,  why  not?  Are  the  mayors' 
figures  accurate? 

Secretary  Pierce.  Was  who  consulted? 

Mr.  Vento.  The  mayors,  with  regard  to  the  chcmge  in  the  section 
8  unit  program,  with  regard  to  the  neighborhood  strategy  area  pro- 
gram? 

Secretary  Pierce.  Let  me  put  it  this  way.  We  don't  have  to  con- 
sult, the  mayors  are  there  talking  to  us  all  of  the  time.  Some  of 
them  even  have  offices  here  in  Washington. 

Mr.  Vento.  They  probablv  need  them  based  on  the  way  things 
are  changing.  The  fact  is,  Mr.  Secretary,  what  I  am  asking  is  will 
we  go  forth  with  the  commitment  for  these  particular  units.  The 
mayors'  figures  I  assume  are  accurate.  What  does  HUD  recom- 
mend be  done  with  regard  to  these  activities?  If  we  make  agree- 
ments, I  think  we  should  keep  them. 

Secretary  Pierce.  We  made  an  agreement  with  the  n 
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Mr.  Vento.  That  is  right.  With  regard  to  the  neighborhood  strat- 
egy area,  we  surely  did.  They  expended  a  considerable  amount  of 
funds,  banking  on  the  fact  that  they  will  have  those  particular 
units,  in  anticipation  of  receiving  those  particular  commitments. 

I  don't  understand  how  now  we  can  pull  the  rug  out  from  under 
these  communities.  These,  I  think,  are  a  higher  level  of  commit- 
ment than  what  other  section  8  units  might  be,  Mr.  Secretary. 

Secretary  Pierce.  As  I  understand  it,  there  was  no  agreement. 

Mr.  Vento.  No  legal  agreement? 

Secretary  Pierce.  No  agreement  made  by  us.  I  understand  there 
was  probably  some  agreement  made  under  the  Carter  administra- 
tion and  none  by  us. 

Mr.  Vento.  Have  you  changed  the  law  with  regard  to  this  neigh- 
borhood strategy  program?  As  far  as  I  know  there  has  been  no 
change.  Is  there  a  commitment  to  the  local  communities  with 
regard  to  this? 

Secretary  Pierce.  There  is  no  law,  I  understand,  on  this. 

Mr.  Vento.  They  have  expended  money  in  terms  of  anticipation 
of  receiving  those,  you  understand  that? 

Secretary  Pierce.  Have  they?  I  suppose  they  have. 

Mr.  Vento.  Mr.  Secretary,  the  utility  cost  increases  in  terms  of 
the  public  housing  is  very  significant  and  yet,  in  the  budget  request 
for  1983,  public  housing  has  modernization  funds  available  only  to 
the  obligated  public  housing  units  in  the  pipeline. 

How  does  this  proposal  insure  that  public  housing  authorities 
who  most  need  modernization  funds  will  have  them,  as  an  exam- 
ple, for  energy  conservation  efforts  and  so  forth?  The  funds  are 
only  available  for  deobligating.  How  are  those  other  needs  going  to 
be  met? 

Secretary  Pierce.  We  think  if  they  will  deobligate  two  of  the 
units,  they  will  get  the  money  equivalent  of  one  unit  to  use  for 
modernization  purposes. 

Mr.  Vento.  What  if  they  don't  have  any  to  deobligate,  Mr.  Secre- 
tary? 

Secretary  Pierce.  There  is  also  other  money  we  have  that  can  be 
given  to  those  who  do  not  have  the  units. 

Mr.  Vento.  Do  you  have  any  data,  Mr.  Secretary,  that  would 
support  or  show  how  the  units  in  the  public  housing  authority  in 
the  pipeline  correspond  to  their  modernization  needs  or  capacity? 
Obviously  this  is  a  very  substantial  change  in  policy. 

Secretary  Pierce.  We  can  get  you  that. 

Mr.  Vento.  You  can  get  that  for  us? 

Secretary  Pierce.  We  will  get  it  and  put  it  in  writing. 

[The  information  follows:] 

Response  Received  From  Secretary  Pierce 

The  following  table  shows  for  the  nation's  50  largest  Public  Housing  AgencieB  the 
number  of  units  in  their  preconstruction  pipeline  and  the  estimated  amount  of  loan 
authority  available  for  those  units,  compared  to  the  estimated  demand  for  i 
ization  for  each  agency. 
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[OoHars  HI  thousands] 


Pubk  housing  agency 


rof 
units  in 
precon- 
stniction 


Estimated  loan 
authority 


units 


Modernization  demand  1982-84 


Energy 
modification 


Other 
modification' 


Total 


New  York  City 9,067          $774,548      146.543       $230,000  $200,000  $430,000 

Puerto  Rico 2.009             87.277       52.268 149.297  149.297 

Chicago 2,227            146.149       38,943          25,000  100,000  125.000 

Philadelpliia 108               6.129       23,028          70.000  230.000  300.000 

Baltimore 333             16.034        17,052            4,500  94,000  98,500 

-Atlanta 14.616           5,500  70.500  76.000 

New  Orleans 144              6.697       13.615            1.500  77,500  79,000 

Boston 699             39.464        12,757          24,000  88,000  112,000 

Newark 617             40.715        12.674         208.696  248,753  457.449 

Cuyahoga  (Cleveland) 270             13,983       11,503           9.000  53.230  62,230 

Washington.  DC 823             45.742        11,184            1.175  48,600  49,775 

Detroit 666             36,775        10,216          18.062  100.627  118,689 

Pittsburgh 273             15.036         9,816 27.595  27.595 

Dade  County 1,413             60,835         9,536           3.000  27.000  30,000 

Los  Angeles 1.183             73.827         8,213          20,000  34,000  54,000 

City 250               9.297         7.602            1,118  20.865  21,983 

San  Antonio 100              6,432         7.080 36,000  36.000 

Dallas 123              5.680         6,990            1,181  88.064  89,245 

Minneapolis 25              1.434         6.851            3.000  55.000  58.000 

Dncinnati 164               9.636         6.782            3.093  30.689  33,782 

Memphis 632             25.995         6,749           3,000  3,670  6.670 

St.  Louis 637             33.789         6,741            8.180  121,675  129,855 

Birmingham 110               4.791         6,702            2,753  35.856  38,609 

Nashville 431              17,727         6,218              875  21,838  22,713 

Louisville 150               5,250         6,063            1,200  48,885  50,085 

Seattle 312             17.411         5,996           3,757  17,841  21.598 

El  Paso 320             14.776         5.764              365  15.026  15.391 

Buffak) 510             27.721         5.027            1,000  46,000  47,000 

Columbus 615             36.136         4.846 7,977  7.977 

Dem^r 4,689 44.112  44,112 

Hawaii 403             32.366         4,651                NA  NA  NA 

Mihvaukee 325             17.506         4.421               NA  NA  76.821 

Richmond 134               5.859         4.335            5.006  23,120  28.126 

Tampa 151               6.501         4.178            1.000  25,000  26,000 

Dayton 4.106            1,106  6.794  7.900 

St  Paul 4.094              300  7.131  7,431 

Norfolk 3.975            4.449  9.325  13.774 

Akron 175               9.063         3.968            5.000  23.000  28,000 

Mobile 122               5.313         3.872            9.000  18,000  27,000 

Allegheny  County 292             16.082         3.821  34.250  34.250 

Jersey  City 168             11.085         3.706            6.046  20.778  26.824 

Chattanooga 3.695           2.101  45,260  47,361 

Knoxville 100               3.904         3.675            1.650  6.600  8.250 

Charlotte 25               1.057         3.591            3.149  20.600  23.749 

Oklahoma  City 68    __      3.180         3,362            1,500 8.500  10.000 

Total 26.174          1.691.207  690.262  2.390,958       « 3.158.041 

■  Other  Mod  includes  emergency  needs  in  nscal  year  1982  and  comprehensive  needs  in  Tiscal  years  1982-84. 

'  Totals  for  energy   modernization   and   other   modernization  do   not  add   up  to  grand   total   because  for 
Milwaukee  only  a  grand  total  was  received. 

Mr.  Vento.  How  will  you  propose  to  fund  the  modernization  pro- 
gram to  $1.8  billion  if  recaptured  funds  does  not  take  place,  as  you 
anticipate?  Do  you  have  an  answer  to  that? 

Secretary  Pierce.  If  the  recaptured  funds  do  not  take  place? 

Mr.  Vento.  Yes;  if  it  does  not  take  place.  If  those  funds  don't  ma- 
terialize, have  you  got  any  alternative  to  meet  these  particular 
needs?  I  mean,  some  of  us  believe  it  will  not  take  place. 
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Secretary  Pierce.  No;  we  do  not  have  an  alternative. 

Mr.  Vento.  Maybe  you  want  to  expand  on  that  answer.  I  see 
staff  is  talking  to  you. 

Secretary  Pierce.  Well,  we  have  no  other  alternative  program. 
There  are  apparently  a  lot  of  units  that  are  old  or  can  be  deobligat- 
ed  that  we  can  use  if  we  have  the  authority  to  do  so. 

Mr.  Vento.  I  guess  we  are  concerned  about  moving  in  that  direc- 
tion without  the  data.  Of  course,  we  are  concerned  about  producing 
the  amount  of  public  housing  available  during  times  of  stress. 

Obviously  during  these  times  very  few  people  can  afford  housing 
because  of  the  rates  of  interest  and  general  economy.  But  you  know 
during  all  times,  the  people  that  use  assistance  housing  are  pre- 
cluded from  being  able  to  afford  housing  in  the  country. 

So  we  are  very  concerned  about  pulling  away  these  programs  at 
the  expense  of  those  that  do  not  have  adequate  housing  and  are 
not  likely  to  be  able  to  obtain  it  within  the  context  of  our  society. 

Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you. 

Mr.  Secretary,  I  cannot  allow  this  session  to  terminate  without 
the  record  reflecting  a  very  gross  contradiction  in  the  statement 
you  made  concerning  the  Peat,  Marwick  &  Mitchell  RESPA  study. 

As  you  know,  this  subcommittee  had  very  extensive  oversight 
hearings  on  RESPA.  I  think  the  record  has  to  be  clarified.  As  I  was 
listening  to  you,  I  realized  there  was  some  contradiction  in  what 
you  said,  and  I  have  had  the  legal  staff  doublecheck. 

The  Peat,  Marwick  &  Mitchell  studv  concluded:  One,  that, 
RESPA  has  resulted  in  some  increase  in  the  consumer  shopping  for 
settlement  services,  and  an  increased  level  of  price  competition  in 
some  markets. 

Second,  the  study  also  set  some  conditions  for  chanmig  RESPA 
so  improvements  and  increases  in  competition  could  be  achieved. 
These  include  requiring  the  special  information  booklet — and  we 
expect  several  hours  on  that  in  the  hearing — to  be  given  to  con- 
sumers by  the  real  estate  agents  during  the  earliest  stage  of  the 
home  buying  process  and  not  by  the  lender. 

Third,  the  study  also  stated,  and  I  quote: 

Concern  about  the  conflict  of  interest  is  justifled  where  title  search  and  evalua- 
tion is  conducted  by  a  title  agency  which  is  controlled  by  a  flrm  that  has  an  econom- 
ic incentive  to  avoid  discovering  title  relief  problems.  A  broker  who  owns  a  title 
agency  has  a  potential  conflict  when  a  sale  mav  not  be  consummated  and  a  oommuh 
sion  lost  because  his  title  agency  has  uncovered  a  potential  title  defect. 

I  am  sure  this  is  what  motivated  Mr.  Carman.  Clearly  the  Peat, 
Marwick  &  Mitchell  study  cannot  be  used  to  justify  either  your  rec- 
ommendations regarding  repeal  of  section  8  of  REISPA  or  your  pro- 
posal to  change  the  interpretative  rule  on  control  businesses. 

Now,  it  does  appear  to  me  that  all  controlled  business  arran^ 
ments  are  necessarily  noncompetitive  or  free  from  conflicts  of  m- 
terest.  As  the  hearings  on  control  businesses  in  the  title  insurance 
industry  last  year  indicated,  there  are  significant  problems  con- 
nected with  such  arrangements  in  the  title  industry. 

Accordingly,  what  I  feel  would  be  a  responsibilitv  on  your  part 
would  be  to  distinguish  between  those  ancillary  settlement  servioes 
that  would  not  be  appropriate  or  anticompetitive  for  brokers  or 
lenders  to  provide  through  their  subsidiaries,  such  as  credit  reports 
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Chairman  Gonzalez.  Now,  I  think  that  you  were  under  a  time 
constraint,  therefore,  as  far  as  the  Chair  is  concerned,  we  are  fin- 
ished now.  But  it  may  be  that  if  you  have  the  time,  Mr.  Wylie,  Mr. 
Bereuter  or  Mr.  Vento  might  have  a  question. 

Secretary  Pierce.  I  would  appreciate  it  if  you  could  put  those 
questions  in  writing.  I  would  be  glad  to  answer  them. 

Chairman  Gonzalez.  Mr.  Bereuter? 

Mr.  Bereuter.  No. 

Chairman  Gonzalez.  Thank  you  again  for  coming. 

Secretary  Pierce.  Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  The  subcommittee  stands  in  recess  until  2 
p.m.  this  afternoon  in  this  same  hearing  room. 

[Whereupon,  at  12:05  p.m.  the  subcommittee  recessed,  to  recon- 
vene at  2  p.m.,  the  same  day.] 

AFTERNOON  SESSION 

Chairman  Gonzalez.  The  subcommittee  will  please  come  to 
order,  and  first  we  will  hear  from  our  distinguished  colleague  from 
Illinois,  Congressman  O'Brien.  Thank  you  very  much  for  being 
with  us.  Congressman,  you  may  proceed  as  you  wish. 

STATEMENT  OF  HON.  GEORGE  M.  O'BRIEN,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  ILLINOIS 

Mr.  O'Brien.  Thank  you,  Mr.  Chairman.  It  is  an  honor  to  appear 
before  your  subcommittee.  The  saying  goes  that  the  lead  dog  is  the 
one  who  enjoys  the  scenery,  so  I  am  glad  I  am  the  first  one  called. 

I  would  like  to  offer  my  statement  for  the  record  and  speak  a 
cappella,  so  to  speak.  The  problem  that  we  are  facing  is  well  known 
to  the  chairman  and  the  distinguished  members  of  the  subcommit- 
tee, which  is  to  try  and  do  something  for  our  housing  market,  to 
give  it  a  boost,  get  it  on  its  feet.  In  my  home  county  in  the  last  12 
months  they  have  had  19  homebuilding  permits.  You  cannot  sup- 
port an  industry  and  all  that  the  industry  supports  in  that  condi- 
tion. 

To  speak  directlv  to  the  issue,  you  single  out  my  bill  as  one  that 
the  committee  and  the  chairman  might  look  favorably  on.  Mine  is 
not  dissimilar  from  Mr.  Emerson's.  His  is  called  the  homeowner- 
ship  equity  loan  program,  or  HELP,  and  mine  is  called  the  home- 
owner's opportunity  participation  enterprise,  or  HOPE.  It  provides 
a  1-year-only  interest  or  principal-reduction  subsidy.  We  would 
differ  because  it  will  apply  in  mv  case  to  newly  constructed  as  well 
as  unsold  homes  in  inventory.  We  are  the  same  in  that  our  interest 
subsidy  would  be  12  percent,  a  maximum  of  $6,000  per  home, 
would  be  fully  recapturable  and  GNMA-administered.  We  differ  in 
that  his  would  relate  to  a  first-time  home  buyer,  mine  to  any  home 
buyer.  And  we  differ  on  where  the  funding  would  come  from. 

I  take  no  pride  in  ingenuity  in  looking  for  funding  that  miffht  be 
available  without  disturbing  our  concerns  over  bucket  and  aeficit, 
but  my  bill  would  look  into  the  funding  that  is  more  or  less  on  the 
shelf,  and  not  being  used  for  public  housing,  and  I  think  there  is 
about  $1.5  billion  there,  and  I  would  in  a  sense  ask  that  we  could 
transfer  that,  have  it  administered  by  GNMA  and  be  dealing  in  a 
ise  with  old  money  rather  than  new. 
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The  Honorable  George  M.  O'Brien 
Teptiaony  before  Subcommittee  on 
Bousing  and  Cojsmuxiity  Development 
on  H.R.  SS76,  The  Homeowners  Opportunity 
Participation  Enterprise  Act  (HOPE) 
April  1.  1982 


Mr.  Chairman,  I  appreciate  having  this  opportunity  to  urge  your  support 
for  my  bill  H.R.  5676,  the  Homeowners  Opportunity  Participation  Enterprise 
Act.  The  capital  letters  of  this  bill  spell  HOPE,  which  is  what  I  believe 
this  proposal  offers  the  much-depressed  housing  industry  as  well  as 
prospective  homebuyers. 

The  original  cosponsors  of  this  legislation  are  our  colleagues  Bill  Emerson, 
Bill  Whitehurst,  Clair  Burgener,  Tom  Evans  and  Gus  Yatron. 

We  all  know  that  lower  interest  rates  are  essential  for  a  real  revival 
of  the  housing  industry.  But  it  is  critical  that  an  emergency  stimulus 
program  be  enacted  on  a  temporary  basis  in  order,  at  the  very  least, 
to  keep  the  homebuilding  industry  and  related  businesses  afloat 
H.R.  5676  is  a  vehicle  to  accomplish  this  objective. 

I  am  attaching  a  summary  of  my  proposal  but  would  like  to  highlight 

its  major  provisions.  My  bill  is  similar  to  Bill  Emerson's  Homeo%mership 

Equity  Loan  Progam  H.R.  5150,  but  there  are  some  significant  differences. 

First,  under  my  bill,  all  credit  worthy  persons — not  just  first-time 

homebuyers are  eligible  to  buy  reasonable  cost  homes  at  below 

market  interest  rates.  The  housing  demand  is  there.  There  are  more 
than  41  million  Americans  who  will  turn  30  during  the  1980*8,  thus 
creating  a  record  demand  for  single  family  housing. 
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Third,   Bf  BOTE  bill  an 
bodget  anthorltj.     I  m 
of  $1  billion  froa  tke 
Section  4(b)  p^lic 
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Section  4  of  the  BooBlBg  Act  of  1937,  as  yoe  know.   MttKuriaed  tl»  BDD 
Secretary  to  issoe  and  have  ouf  tanrtinii  at  lagp  one  timt  «p  to  $1\  billio 
in  notes  and  other  obligations  for  loans  to  pdilic  iMiiInq  agancies. 
This  authority  currently  is  not  being  need  bet,  under  ny  bill,  ooeld  be 
used  to  provide  this  very  noch  needed  stiewlas  fiar  tl»  Tmf  buildiiig 
industry. 

Frankly,    I  an  not  at  all  sure  that  Section  4  is  tl»  best  ftmding 
source.      I  have  no  pride  of  authorship  in  this  provision.      It 
certainly  voold  be  all  right  with  ne  if  the  rmnittee  should 
detemine  that  another  source  vould  be  preferable,   such  as  GMHA's 
special  assistance  fund,   as  proposed  in  the  Enerson  bill,   or  possibly, 
as  others  have  suggested,   the  noney  ve  i^ypropriated  but  has  not  been 
sp«it  for  synthetic  fuels  developncnt  by  najor  oil  oonpanies. 
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camk  could  use  the  $1  billion  to  mak%   a  $6,000  payaent  for  a  qualified 
hoae  buyer  to  an  approved  financial  institution.  The  aoney  could  be 
used  either  to  reduce  the  hoae  buyer's  interest  payaents  or  the 
principal  of  the  loan.  The  National  Association  of  Hoae  Builders  has 
estimated  that  if  aK>rt9age  interest  rates  fell  to  12%  or  less, 
7.8  million  more  Americans  could  afford  to  buy  a  new 


There  is  no  doubt  about  it — the  housing  industry  is  in  its  biggest 
crisis  situation  since  the  1940' s.   It's  in  the  pits  and  the  effects 
and  statistics  are  staggering.  Housing  starts  last  year  totaled 
1.1  million  units  compared  with  2  million  in  1977  and  1978.  Every 
indication  is  that  this  year  will  be  the  lowest  production  year  since 
1946.  Unemployment  in  the  construction  industry  is  16.1%  or  926,000 
workers.   And,  when  one  considers  the  fact  that  one  out  of  every 
8  unemployed  persons  is  a  construction  worker,  it  follows  that  a  housing 
stimulus  program  would  help  to  put  a  great  many  people  back  to  work. 
In  my  own  district  the  overall  unemployment  rate  is  around  14  per  cent. 

We  are  now  seeing  how  the  housing  industry  impacts  on  other 
related  industries.  We  have  heard  about  the  timber  industry  frosi 
Congressman  Emerson,  and  just  recently  General  Electric  announced  its 
plans  for  temporary  layoffs  affecting  9,200  workers.  These  employees 
make  dishwashers,  refrigerators,  washers  and  dryers— •  items  used  in 
new  homes. 
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H.R.  5676 
■  -  Congressman  George  M.  O'Brien 

Homeowners  Opportunity  Participation 

Enterprise  Act 

(H.O.P.E.) 

1.  Program  eligibility  is  limited  to  credit  wort?hy  homebuyers. 

2.  Eligible  homes  are  limited  to  proposed  newly  constructed,  partially 
constructed,  and  unsold  residential  properties  (single  family,  condo, 
or  co-ops)  a  priority  is  established  for  lower  cost  basic  homes  ranging 
from  $50,000  to  a  maximum  of  $90,000. 

3.  Mortgage  financing  may  be  provided  through  FHA  (Sec.  203(b)  and 
(24S),  VA,  private  or  conventional  methods. 

4.  Maximum  mortgate  limits  are  the  same  as  under  the  FHA  Sec.  203 (b) 
program  ($67,500  to  $90,000)  with  terms  for  up  to  30  years  and  a  five 
percent  down  payment  requirement. 

5.  The  interest  rate  for  the  homebuyer  is  establi>shed  and  based  upon 
income  necessary  to  qualify  for  the  loan  as  determined  by  the  Government 
National  Mortgage  Association  (GNMA)  with  such  fixed  rate  not  to  be 
lower  than  12  percent. 

6.  The  total  cost  of  the  Federal  contribution  for  'interest  or  principal 
payment  reductions  will  be  retained  and  recaprtured  for  repayment  to 

GNMA  out  of  the  proceeds  of  equity  appreciation  upon  the  sale  disposition, 
or  refinancing  of  the  property. 

7.  CSMA   will  provide  a  one  time  front -end  payment  up  to  a  maximum  of 
$6,000  on  behalf  of  a  qualified  homebuyer  to  an  approved  financial 
institution  for  the  purpose  of  reducing  interest  or  principal  payments. 

8.  The  program  is  of  a  temporary  and  short  term  nature  and  wi^l  expire 
on  September  30,  1983. 

9.  The  Federal  funding  of  $1,000,000,000  for  providing  temporary  loan 
repayment  assistance  to  qualified  homebuyers  does  not  increase  th« 

FY  1982  Federal  Budget  due  to  the  fact  that  such  funds  ate  provided 
through  the  reprogramming  and  re-use  of  previously  authorized  and 
appropriated  HUD  public  housing  loan  fund  borroving  authority*  and  for 
which  use  all  funds  will  be  repaid  to  the  Federal  Governibent. 

10.  GNMA  will  allocate  funds  on  a  fair  share  State  or  tcgionAL  basis  in 
accordance  with  data  reflecting  unsold  inventory  and  building  permits 
issued  for  newly  constructed  units. 

11.  Preference  for  assistance  is  made,  but  not  limited,  to  small  size 
homebuilders  experiencing  depressed  operating  conditions.  Homes  must 
be  for  permanent  full  time  residence  of  the  buyer. 

12.  An  estimated  200,000  newly  constructed  and/or  unsold  inventory  hoB«s 
may  be  aided  under  this  program  during  its  full  year  of  operation. 
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6  "OKI)  Notwithstanding  any  othw  provision  of  law»  die 

7  Secretary  ci  Housing  and  Urban  DeveloiMnuit  ini^»  after 

8  taking  into  account  the  conditions  and  porpoaes  described  in 
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1  subsections  (a)  and  (b),  direct  the  Association  to  implement 

2  the  provisions  of  this  subsection. 

3  "(2)  Whenever  the  Secretary  issues  a  directive  under 

4  paragraph  (1),  the  Association  shall,  in  accordance  with  sudi 

5  directive,  provide  financial  assistance  to  mortgagors  by — 

6  "(A)  making  commitments  to  purchase  and  pur- 

7  chasing  the  mortgages  of  such  mortgagors  and  servic- 

8  ing,  selling  (with  or  without  recourse),  or  otherwise 

9  dealing  in  such  mortgages;  or 

10  ''(B)  making  payments  to  mortgagees,  on  behalf  of 

11  such  mortgagors,  in  the  form  of — 

12  ''(i)  reductions  of  the  principal  obligations  of 

13  mortgage  loans  made  to  such  mortgagors;  or 

14  ''(ii)  prepayments  of  the  interest  which  would 

15  otherwise  be  due  with  respect  to  such  loans. 

16  ''(3)  The  purpose  of  such  financial  assistance  shall  be  to 

17  reduce  the  mortgagor's  payments  for  principal  and  interest  to 

18  an  amount  which  would  be  paid  if  the  interest  rate  charged 

19  with  respect  to  the  mortgage  were  12  percent  per  annum. 

20  "(4)  Such  financial  assistance  may  be  made  only  if — 

21  "(A)  the  mortgage  is  a  first  mortgage  secured  by 

22  a  dwelling  unit  (including  a  unit  in  a  condominium  or 

23  cooperative   project)   designed  principally  as   a  one- 

24  family  residence; 
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6  'XD)  nch  umt  IB  to  fe  wkmfkd  br  ike 

8  ''(E)  Ike  moftgage  n  mimi  imker  tedion  SOS  or 

9  234<e)  oC  lUi  Act,  or  gwuteed  imier  tide  Y  oC  die 

10  Hoiiinv  Ad  oC  1»49,  diaplar  S7  oC  tide  S8  oC  die 

11  United  States  Code,  or  msured  by  a  foaHfied  private 

12  miorer  as  AiiiiiBiii  by  ike  Anoeiatioii; 

13  **(F)  m  die  ease  oC  a  mortgage  insured  by  a  q^iali- 

14  6ed  private  insurer,  tbe  mmlgage  meets  tbe  terns  and 

15  eooditaons  apfriicable  to  mortgages  insured  under  see- 

16  tioD  20S  or  234(e),  as  tbe  ease  may  be,  of  tbis  Ael 

17  with  respect  to  the  maturity  term  of  die  mwtgage,  am- 

18  ortisatim  and  down  paymmit  requiranents,  the  re- 

19  quirement  of  an  appoved  mortgagee,  and  the  limita- 

20  tions  imposed  on  the  interest  rate  and  the  prineipal 

21  amount  ci  the  mortgage;  and 

22  "(O)  the  agreement  to  provide  assistanoe  meets 

23  other  requirements  which  may  be  established  by  the 

24  Association  as  necessary  to  carry  out  this  subsection  in 

25  an  efficient  and  effective  manner. 
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1  ''(5)  Upon  the  disposition  or  refinancing  of  the  property 

2  by  any  mortgagor  assisted  under  this  subsection  or  in  any 

3  case  in  which  the  mortgagor  ceases  to  occupy  the  property  as 

4  the  mortgager's  principal  place  of  residence,  the  Association 

5  shall  provide  for  the  recapture  of  an  amount  equal  to  the 

6  lesser  of — 

7  ''(A)  the  amount  of  assistance  received  by  the 

8  mortgagor  as  a  result  of  this  subsection;  or 

9  "(B)  an  amount  at  least  equal  to  50  percent  of 

10  the  net  appreciation  of  the  property,  as  determined  by 

11  the  Secretary. 

12  For  purposes  of  subparagraph  (B),  the  term  'net  appreciation 

13  of  the  property'  means  any  increase  in  the  value  of  the  prop- 

14  erty  over  the  original  purchase  price,  less  the  reasonaUe 

15  costs  of  sale,  the  reasonable  costs  of  improvements  made  to 

16  the  property,  and  any  increase  in  the  mortgago  balance  as  ct 

17  the  time  of  sale  over  the  original  mortgage  balance  due  to  the 

18  mortgage  being  insured  pursuant  to  section  245.  In  providing 

19  for  such  recapture,  the  Association  shall  include  incentivas 

20  for  the  homeowner  to  maint>ain  the  property  m  a  marketable 

21  condition.  Notwithstanding  any  other  provision  of  law,  any 

22  such  assistance  shall  constitute  a  debt  secured  by  the  proper- 

23  ty  to  the  extent  that  the  Association  may  provide  for  sudi 

24  recapture.  The  amount  of  any  recapture  made  under  this  sub- 
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9  homes  widi  respect  to  wfaidi  aiisiirtaiipe  may  be  pio- 

10  vided  under  diis  subaeedon; 

11  ''(B)  die  amomit  oC  awrirtanffe  leoeifod  by  any 

12  mortfafor  as  a  resuh  oC  acdnties  aatborixed  by  dns 

13  sohsectKHi  shall  not  exceed  ^,000; 

14  "(C)  a  priority  is  given  to  providiiig  awrirtanne 

15  with  respect  to  mortgages  secured  by  dwelling  units 

16  wiasik  are  modest  in  design;  and 

17  "(D)  to  the  maximum  extent  feasible,  a  priivity  is 

18  given  to  providing  assistance  under  this  subsection 

19  idiidi  will  benefit  small  homebuilding  operations. 

20  "(7)  The  authority  of  the  Association  to  enter  into  com- 

21  mitments  to  provide  assistance  under  this  subsection  shall 

22  expire  at  the  dose  of  fiscal  year  1988. 

23  "(8)  With  respect  to  fiscal  year  1982,  die  Association 

24  shall  provide  assistance  under  this  subsection  by  utilising  the 

25  amount  of  authority  which  has  been  provided,  in  Public  Law 
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1  97-101,  to  the  Secretary  to  carry  out  the  low-rent  public 

2  housing  loan  fund  under  section  4  of  the  United  States  Hous- 

3  ing  Act  of  1937.  With  respect  to  fiscal  year  1983,  the  Asso- 

4  ciation  shaU  provide  such  assistance  by  utilizing,  to  the 

5  extent  approved  in  appropriation  Acts,  the  authority  of  the 

6  Secretary  to  issue  obligations  under  section  4(b)  of  such  Act. 

7  The  total  amount  of  assistance  provided  with  respect  to  both 

8  such  fiscal  years  under  this  subsection  may  not  exceed 

9  $1,000,000,000. 

10  "(9)(A)  The  provisions  of  the  constitution  of  any  State 

11  expressly  limiting  the  rate  or  amount  of  interest,  discount 

12  points,  or  other  charges  which  may  be  charged,  taken,  re- 

13  ceived,  or  reserved  by  lenders  and  the  provisions  of  any  State 

14  law  expressly  limiting  the  rate  or  amount  of  interest,  discount 

15  points,  or  other  charges  which  may  be  charged,  taken,  re- 

16  ceived,  or  reserved  shall  not  apply  to  any  mortgage  which  is 

17  assisted  under  this  subsection. 

18  "(B)  The  provisions  of  subparagraph  (A)  shall  apply  to 

19  mortgages  made  or  executed  in  any  State  until  the  effective 

20  date  (after  the  date  of  enactment  of  this  section)  of  a  provi- 

21  sion  of  law  of  that  State  limiting  the  rate  or  amount  (rf  inter- 

22  est,  discount  points,  or  other  charges  on  any  such  mortgage/' 

23  Sbg.  2.  Section  302(bKl)  of  the  Federal  National  Mori- 

24  gage  Association  Charter  Act  is  amended  by  inserting  ^'or  a 
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Chairman  (Jonzalez.  Thank  you  very  much,  Congressman,  and  I 
compliment  you  for  your  concern  and  your  specific  suggestion. 

These  hearings  on  H.R.  5731  were  conducted  jointly  with  the  full 
committee  chairman's  emergency  bill  to  relieve  troubled  savings 
institutions.  However,  mainly,  the  bill  that  you  have  made  some 
reference  to  in  your  statement  is  our  primary  concern.  We  feel  it  is 
the  only  means  available  for  quick,  concentrated  attention  to  hous- 
ing but  in  my  book  it  is  minimal.  I  would  like  to  have  pushed  for  a 
lot  more,  but  this  is  what  we  could  get  a  consensus  on.  We  have 
been  in  very  close  contact  with  the  Budget  Committee,  and  we  are 
within  their  limits  on  budgetary  authority.  Basically,  we  are  pro- 
viding for  production,  which  as  you  know,  the  administration  is 
zeroing  out  with  very,  very  little  exception,  as  in  the  case  of  the 
section  202  program — only  after  great  protest  on  our  part  here  for 
the  past  few  weeks. 

Your  bill,  as  you  envision  it,  has  features  that  we  have  seriously 
considered  and  evaluated.  I  do  not  know,  though,  that  it  sufficient- 
ly addresses  itself  to  the  crisis  that  I  think  impels  us  both  to  get 
some  action  on  this  year.  From  the  testimony  we  have  been  hear- 
ing not  only  during  the  course  of  these  hearings,  but  from  the  com- 
prehensive hearings  held  by  the  subcommittee  last  year  it  was 
clear  the  message  we  were  getting  from  the  eastern  shore  to  Cali- 
fornia that  there  is  a  crisis,  there  is  a  bad  situation. 

Your  section  in  vour  State  is  really  not  exceptional.  So  let  me 
promise  you  that  this  subcommittee  is  evaluating  your  bill,  and  it 
may  be  that  some  of  those  provisions  might  be  feasible  to  be  incor- 
porated in  H.R.  5731. 1  think  in  markup,  the  mcgority  members  are 
not  going  to  hesitate  to  do  that. 

In  other  words,  we  are  grateful  because  you  are  presenting  your 
bill.  You  have  offered  us  an  opportunity  to  evaluate  some  alterna- 
tives to  some  sections  of  our  bill.  The  problem  as  I  see  it  was  very 
dramatically  illustrated  this  morning  with  the  testimony  of  the 
Secretary  of  HUD,  and  that  is — and  to  me  it  is  incomprehensible — 
an  unwillingness,  or  what  appears  to  be  a  fear  of  being  accused  of 
having  failed  in  some  promised  programs.  Or  in  being  accused  of 
fudging  on  a  position  taken  dogmatically.  I  cannot  understand  it 
otherwise,  because  even  the  Secretary  this  morning  was  so  contra- 
dictory, on  the  one  hand  saying  in  answer  to  specific  instances  in 
questions  of  some  of  the  members,  well,  yes,  we  realize  that  this  is 
a  situation,  we  realize  that  what  you  are  inferring  n^ht  seem  to 
be  true,  but  that  is  not  our  intention.  Our  intention  is  very  differ- 
ent. 

But  we  are  not  dealing  with  intentions.  We  are  dealing  with  con- 
ditions that  confront  us.  And  so  therefore,  even  if  we  were  to  incor- 
porate some  parts  of  your  bill,  we  would  still  have  to  contend  with 
getting  expeditious  and  successful  consideration  of  other  matters  as 
included  in  this  legislation.  You  referred  to  budget  impact  in  our 
bill.  I  want  to  assure  you  that  everything  contained  in  the  bill  is 
strictly  within  the  limits  of  the  budgetary  restrictions  that  we  have 
been  told  are  necessary. 

I  will  say  this,  that  this  subcommittee  is  evaluating  your  bill  and 
will  continue  to  during  markup,  which  we  hope  we  can  proceed  on 
quickly  after  we  come  back  from  the  Blaster  recess. 

Mr.  Lowery. 
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Mr.  LowERT.  Thank  you,  Mr.  CSiairman. 

Congressman  O^rien,  it  is  great  to  have  you  here.  I  oospcmsor 
your  bill.  I  think  it  is  sometlmig  that  offers  hope  to  an  industry 
that  definitely  needs  help,  so  whether  it  is  your  bill  or  Bill  Emer- 
son's biU,  I  think  we  need  to  do  something. 

It  just  strikes  me,  and  I  believe  the  Pnesident  s  program,  I  think 
it  is  sound,  but  I  think  there  is  an  Achilles'  heel,  and  that  is  those 
$90  billion  deficits  which  have  a  definite  impact  upon  interest  rates 
and  the  disproportionate  burden  that  the  housing  industry  must 
carry  because  of  those  high  interest  rates.  Right  now  in  San  Diego 
there  are  some  7,000  unsold  homes  with  untold  niunbers  of  quali- 
fied buyers,  and  what  is  stopping  them  from  occupying  those 
homes  and  getting  more  construction  workers  back  to  work  are  the 
interest  rates.  It  strikes  me  that  if  we  had  made  a  conscious  deci- 
sion that  we  will  have  high  deficits,  I  think  we  have  a  correspond- 
ing obligation  and  responsibility  to  those  industries  which  are  dis- 
proportionately impacted. 

The  housing  cnmch  did  not  occur  during  the  past  few  months  or 
during  this  administration.  Housing  has  been  in  a  state  of  depres- 
sion, not  just  recession,  for  2%  years.  I  commend  you  for  your  ef- 
forts with  HOPE. 

I  do  have  a  specific  question.  Do  you  have  any  estimates  as  to 
how  much  time  it  would  take  to  provide  assistance  for  the  home- 
building  industry  with  the  approach  that  you  recommend? 

Mr.  O'Brien.  It  would  be  a  pure  guess.  Bill.  Are  you  suggesting 
how  long  it  would  take  lis  to  get  our  bill  made  into  law? 

Mr.  Ldwery.  No;  that  is  like  asking  how  many  stars  are  in  the 
sky.  The  sooner  the  better,  admittedly,  but  assuming  it  was  en- 
acted into  law,  how  quickly  would  you  see  some  injections  into  the 
housing  industry,  see  thin^  implemented  on  the  end  of  the  line? 

Mr.  O'Brien.  I  would  think  we  ought  to  be  able  to  do  it  in  3 
months,  but  I  may  be  optimistic,  after  the  matter  becomes  law. 

Mr.  LowERY.  What  is  your  prc^nosis  on  moving  ahead  through 
this  legislative  maze? 

Mr.  O'Brien.  Well,  I  think  the  chairman  probably  is  a  better 
judge  of  that.  That  would  be  pure  speculation,  but  I  would  like  to 
think  that  we  could  get  it  after  the  things  we  have  currently  are 
out  of  the  way.  Perhaps  by  July,  and  then  press  on  to  get  a  bill 
passed  and  into  law  by  mid-August. 

Mr.  LowERY.  It  strikes  me  that  the  approach  that  you  have 
taken,  you  have  shot  it  into  new  construction,  to  get  construction 
workers  back  to  work  and  to  lead  us  out  of  the  recession  that  hous- 
ing has  led  us  into.  We  have  not  come  out  of  recessions  until  hous- 
ing has  led  the  way  out.  That  would  be  a  minimal  expense  of  Fed- 
eral dollars  and  minimal  impacts  on  deficits,  and  I  think  is  right 
on  point.  I  commend  you  for  your  efforts. 

Thank  you,  Mr.  Chairman. 

Chairman  (Jonzalez.  Thank  you,  Mr.  Lowery,  and  thank  you  for 
your  time  and  contribution.  Congressman. 

Mr.  O'Brien.  It  is  an  honor  to  appear  before  your  committee.  I 
can  better  now  understand  the  great  esteem  they  hold  you  in  in 
the  House. 

Chairman  (Jonzalez.  You  are  very  generous.  We  will  be  in 
tinned  communication  with  respect  to  this  matter. 
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Mr.  O'Brien.  Thank  you,  Mr.  Chairman. 

Chairman  Gonzalez.  We  are  very  highly  honored  and  privileged 
to  have  the  Governor  of  the  great  State  of  Missouri,  the  Honorable 
Christopher  S.  Bond,  representing  the  National  Governors  Associ- 
ation, and  I  will  ask  him  to  introduce  the  two  gentlemen  accompa- 
nying him  for  the  record  and  then  you  may  proceed  as  you  see 
best.  Governor. 

We  want  to  thank  you  for  your  statement,  given  to  us  in  ample 
time  to  examine  and  consider. 

STATEMENT  OF  HON.  CHRISTOPHER  S.  BOND.  GOVERNOR.  STATE 
OF  MISSOURI.  REPRESENTING  THE  NATIONAL  GOVERNORS'  AS- 
SOCIATION,  ACCOMPANIED  BY  THOMAS  WHITE,  EXECUTIVE 
VICE  PRESIDENT.  COUNCIL  OF  STATE  HOUSING  AGENCIES* 
AND  WAYNE  MILSAP,  CHAIRMAN,  NATIONAL  CONFERENCE  OF 
HOUSING  COMMISSION  CHAIRPERSONS.  AND  CHAIRMAN.  MIS- 
SOURI HOUSING  DEVELOPMENT  COMMITTEE 

Governor  Bond.  Mr.  Chairman,  thank  you  very  much.  I  am 
Christopher  S.  Bond.  Accompanying  me  today  on  my  right  is  Mr. 
Tom  White,  the  executive  vice  president  of  the  Council  of  State 
Housing  Agencies.  To  my  left  is  Wayne  Milsap,  chairman  of  the 
National  Conference  of  Housing  Commission  Chairpersons,  and 
also  the  chairman  of  our  Missouri  Housing  Development  Commis- 
sion. 

Having  said  that,  let  me  extend  to  you  my  thanks  and  apprecia- 
tion for  the  hospitality  that  you  are  showing  us  today.  Mr.  Chair- 
man. We  appreciate  very  much  your  giving  us  this  opportunity. 

I  have  submitted  my  testimony  for  the  record,  and  with  your  per- 
mission we  would  ask  that  that  be  accepted  for  the  record.  My  re- 
marks will  be  briefer  than  the  text  which  I  have  submitted.  I 
might  add  that  the  order  that  you  have  in  Washington  makes  the 
activities  that  are  going  on  in  our  State  capitals  look  a  little  less 
orderly,  but  we  are  still  trying  to  get  our  job  done.  We  do  appreci- 
ate the  chance  to  express  the  concern  of  the  Nation's  Governors, 
speaking  through  the  National  Governors'  Association  for  the  ex- 
tremely serious  housing  problems  which  do  confront  the  Nation 
and  the  citizens  of  the  entire  United  States. 

We  are  proposing  broad  policy  objectives  which  we  urge  the  com- 
mittee to  consider.  I  would  like  to  commend  the  committee  for  rec- 
ognizing the  role  of  State  and  local  governments  in  helping  to  meet 
the  Nation's  housing  needs,  particularly  in  your  proposlal  for  multi- 
family  housing  production.  In  addition,  we  also  applaud  inclusion 
in  your  legislation  of  the  fmancing  adjustment  factor  to  fund  the 
section  8  pipeline.  This  can  be  of  immediate  benefit  to  the  State 
housing  commissions  and  the  people  who  depend  upon  them. 

We,  of  the  National  Governors'  Association,  would  like  to  work 
with  your  committee  to  assure  needed  legislation  to  provide  hous- 
ing for  our  low-  and  middle-income  citizens.  As  you  well  know,  sir, 
the  United  States  is  slipping  toward  a  housing  crisis.  We  are  now 
in  the  third  year  of  a  severe  housing  slump.  Some  people  call  it  a 
depression.  (Dver  1  million  people  in  the  housing  construction  and 
real  estate  industries  are  unemployed.  A  slump  of  this  proportion 
has  a  profound  effect  on  the  economic  and  fiscal  condition  of  the 
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States,  not  to  mention  the  condition  of  those  individuals  and  those 
families  who  depend  upon  the  industry. 

State  and  local  governments  have  suffered  significant  reductions 
in  revenues.  The  fiscal  distress  of  State  governments  has  been  com- 
pounded by  increasing  claims  for  imemployment  insurance  and 
welfare  resulting  from  the  widespread  layoffs  in  the  housing  indus- 
try. More  important  is  the  fact  that  throughout  the  Nation  our 
low-income  population  is  finding  it  increasingly  difficult  to  find  af- 
fordable housing.  Even  middle-income  people  are  frequently  unable 
to  purchase  housing  because  of  astronomical  interest  rates.  I  note 
that  the  problem  is  particularly  acute  for  first-time  homebuyers  in 
their  twenties  and  thirties.  Young  couples,  many  of  them  with  hus- 
band and  wife  both  working,  teU  me  they  are  imable  to  afford  a 
home  of  their  own  even  though  they  have  what  they  consider  to  be 
a  good  income.  I  am  afraid  young  people  are  increasingly  skeptical 
about  whether  they  will  ever  be  able  to  purchase  a  home. 

Rental  housing  is  becoming  increasingly  scarce.  As  a  result  of 
demolition,  abandonment,  and  condominium  conversion,  we  are 
losing  more  conventional  housing  rental  units  than  we  are  build- 
ing. Currently  renters  are  residing  in  apartment  stock  in  which 
over  one-half  the  units  were  built  in  1950  or  earlier.  Many  of  them 
are  not  energy-efficient,  and  many  require  substantial  rehabilita- 
tion. 

We  do  face  serious  problems  in  meeting  the  Nation's  housing 
needs.  We  know  that  the  homeownership  sector  also  faces  signifi- 
cant problems.  I  know  you  have  had  testimony  detailing  the  prob- 
lem and  the  members  of  this  subcommittee  and  yourself  are  per- 
sonally aware  of  these  problems,  so  I  will  submit  for  the  record  the 
statistics  which  are  contained  in  my  testimony.  But  I  want  to  em- 
phasize for  the  benefit  of  the  committee  that  it  would  be  a  mistake 
to  underestimate  what  I  think  are  the  social  implications  of  our  in- 
ability to  meet  the  growing  housing  demands  of  young  adults  who 
wish  to  buy  their  first  home.  Increasingly  members  of  this  genera- 
tion despair  that  they  will  ever  be  able  to  realize  the  American 
dream  of  owning  their  own  home.  This  to  me  is  a  significant  and 
very  serious  problem  which  we  must  confront. 

Speaking  for  the  National  Governors'  Association,  we  recc^ize 
that  the  national  policy  goal  of  a  ''decent  home  and  a  suitable 
living  environment  for  all  Americ€ms"  continues  to  be  a  major  pri- 
ority for  the  1980's.  In  1980  the  NGA  adopted  a  policy  position  out- 
lining our  suggestions  for  strengthening  the  cooperative  relation- 
ship between  the  Federal  and  State  Governments  in  the  areas  of 
housing.  With  your  permission  I  would  like  to  submit  the  policy 
statement  as  an  appendix  to  my  testimony. 

The  Governors  have  long  felt  that  no  one  level  of  government 
holds  all  the  answers  to  our  housing  dilemma.  Rather,  the  solution 
lies  in  the  recognition  that  each  level  of  government — Federal, 
State,  and  local— has  an  important  role  to  play. 

No  two  States  are  alike.  Housing  needs  of  one  State  or  region  are 
different  from  those  of  others.  Our  problems  in  Missouri  are  differ- 
ent from  those  you  have  in  Texas,  and  both  are  different  from 
those  in  Ohio  or  other  areas  of  the  Nation.  Likewise,  the  solutions 
will  vary  from  State  to  State.  We  are  pleased  that  you  have  incor- 
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porated  this  principle  in  many  of  the  provisions  of  your  housing 
proposal  contained  in  H.R.  5731. 

In  any  program  aimed  at  stimulating  construction  or  rehabilita- 
tion of  rental  housing,  State  and  local  governments  need  maximum 
flexibility  to  tailor  the  program  to  their  special  needs.  We  believe 
the  program  should  be  compatible  with  mortgage  revenue  bond  fi- 
nancing to  assure  that  State  and  local  governments  will  be  able  to 
leverage  limited  Federal  funds. 

The  NGA  urges  the  Federal  Government  to  develop  a  strategy  to 
avert  housing  abandonment.  Existing  Federal  programs  should  pro- 
vide States  with  flexibility  to  target  them  to  buildings  threatened 
with  abandonment.  If  Congress  enacts  a  voucher  program,  it  should 
provide  set-asides  for  units  financed  by  State  housing  finance  agen- 
cies. Most  important,  we  urge  you  to  araw  upon  the  community  de- 
velopment block  grant  approach  to  allow  States  to  act  as  housing 
authorities  for  smaller  communities  that  otherwise  lack  the  re- 
sources and  expertise  to  run  their  own  housing  programs. 

Mr.  Chairman,  I  believe  the  superb  record  of  State  housing  fi- 
nance agencies  is  perhaps  the  best  demonstration  of  State  capacity 
to  respond  to  housing  needs.  Over  the  past  20  years  State  HFA's  in 
46  States,  the  District  of  Columbia,  and  Puerto  Rico  have  provided 
low-cost  permanent  financing  for  approximately  400,000  single- 
family  and  360,000  apartment  units.  These  State  housing  projects 
show  that  States  have  the  capacity  to  deal  effectively  with  housing. 

In  my  testimony  I  have  set  forth  some  examples  and  further  sta- 
tistics on  what  they  have  accomplished.  The  diversity  of  the  pro- 
grams underscores  the  need  for  continued  flexibility.  Housing  fi- 
nance agencies  offer  an  efflcient  alternative  to  costly  redtape  and 
wastefulness  frequently  associated  with  centralized  housing  pro- 
grams or  Federal  programs.  The  reliance  on  tax-exempt  financing 
by  State  authorities  results  in  sound  management  practices  by  the 
agencies,  because  the  programs  financed  by  mortgage  revenue 
bonds  are  policed  by  the  private  market.  The  market  demands  pro- 
grammatic success  and  enforces  good  management.  Without  high 
ratings,  reflecting  investor  confidence  in  program  security,  mort- 
gage revenue  bonds  just  will  not  sell. 

As  you  know,  the  ability  of  State  agencies  to  continue  their  activ- 
ities has  been  and  still  is  threatened  by  the  Treasury  Department's 
recent  proposal  to  restrict  severely  the  issuance  of  tax-exempt  reve- 
nue bonds,  and  by  flaws  in  the  Mortgage  Subsidy  Bond  Act  of  1980. 
Although  I  know  that  this  committee  does  not  have  direct  jurisdic- 
tion over  those  tax  issues,  I  think  it  is  important  for  us  to  utilize 
this  opportunity  to  share  with  you  the  views  of  the  Nation's  Gover- 
nors on  the  Treasury  proposal. 

Let  me  say  briefly  that  we  believe  the  public  hearing  require- 
ment is  unworkable  and  constitutes  a  burdensome  intrusion  into 
State  authority.  Instead  of  requiring  hearings,  we  endorse  a  provi- 
sion providing  for  public  notice  and  comment.  In  our  State  we  do 
afford  a  public  hearing  on  all  multifamily  issues,  but  we  believe 
the  decision  on  how  to  involve  the  public  is  a  matter  best  left  to 
the  States. 

The  1-percent  contribution  the  Treasury  proposes  would  violate 
many  State  constitutions.  Simply,  there  is  no  way  that  those  funds 
could  be  provided  under  the  provisions  of  many  State  constitutions. 
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Furthermore,  we  do  not  feel  a  contribution  requirement  does  any- 
thing to  insure  a  greater  public  purpose. 

The  requirement  that  users  of  tax-exempt  bonds  foigo  the  bene- 
fits of  accelerated  cost  recovery  will  effectively  eliminate  State  fi- 
nancing of  rental  housing  for  low-  and  moderate-income  families. 
Last  year  Congress  enacted  a  special  tax  benefit  for  housing  de- 
fined by  the  Tax  Code  as  low-  and  moderate-income  housing.  The 
Treasury  proposal  would  take  away  many  of  the  tax  benefits  which 
are  essential  to  raising  the  fimds  necessary. 

But  in  addition  to  rejecting  the  Treasury  Department  proposal, 
we  would  hope  that  Congress  will  take  action  to  remove  some  of 
the  remaining  unworkable  technical  restrictions  contained  in  the 
Mortgage  Suteidy  Bond  Act  of  1980.  Operating  on  the  belief  that 
unlimited  issuance  of  mortgage  revenue  bonds  posed  a  threat  to 
Federal  revenues  and  the  health  of  the  bond  market,  the  Congress 
passed  legislation  to  limit  bond  volume  and  target  the  proceeds  of 
the  bonds  on  the  basis  of  need.  We  do  not  quarrel  with  the  general 
thrust  of  the  legislation.  Unfortimately,  some  of  the  technical  pro- 
visions of  the  statute  imrelated  to  the  targeting  and  volume  restric- 
tions have  made  mortgage  revenue  bond  programs  virtually 
unworkable. 

Despite  regulatory  relief  to  relax  some  of  the  restrictions,  1981 
MRB  issues  covered  by  the  act  totaled  less  than  $2  billion,  less 
than  15  percent  of  the  congressionally  imposed  volume  limit.  The 
majority  of  these  issues  required  a  contribution  fix)m  the  housing 
finance  authority's  own  reserves  or  State  appropriation  to  cover  is- 
suance cost  shortfalls  resulting  from  restrictions  on  the  use  of  bond 
proceeds.  To  help  remedy  the  problems  that  have  surfaced  under 
the  act,  we  urge  Congress  to  pass  the  mortgage  revenue  bond 
amendments  contained  in  H.R.  4717,  a  bill  currently  in  conference. 

We  also  would  urge  Congress  to  consider  extending  the  1983 
sunset  provision  for  single-family  bonds  contained  in  the  1980  Act. 
The  statute  was  enacted  over  15  months  ago,  yet  until  yesterday 
the  delay  in  the  promulgation  of  regulations  and  the  technical 
flaws  in  the  act  made  it  impossible  for  the  Missouri  Housing  Devel- 
opment Commission  to  seek  bids  for  bonds  under  the  permanent 
rules  established  in  the  act.  We  feel  that  extension  of  the  sunset 
provision  is  only  fair.  Extension  would  permit  the  States  to  make 
up  for  the  lost  time. 

The  Council  of  State  Housing  Agencies  estimates  that  $10  billion 
in  MRB's  would  be  sold  this  year  if  the  arbitrage  level  were  raised. 
One  billion  dollars  in  MRB's  will  directly  finance  18,500  moderate- 
ly priced  homes  at  below-market  rates,  and  provide  23,000  man- 
years  of  housing-construction-related  jobs.  In  the  first  year,  $1  bil- 
lion in  mortgage  revenue  bonds  will  generate  $126  million  in  Fed- 
eral personal  and  corporate  income  taxes,  and  $54  million  in  State 
and  local  tax  revenue  as  well.  I  certainly  do  not  want  to  suggest 
that  mortgage  revenue  bonds  are  the  panacea  for  all  our  economic 
and  fiscal  ills.  Nevertheless,  they  are  essential  to  the  operation  of 
State  housing  agencies. 

I  have  focused  on  HFA's  because  they  demonstrate  the  willing- 
ness, the  ability,  and  the  mechanism  of  the  States  to  help  contrib- 
ute to  an  effort  by  all  levels  of  government  to  provide  adequate 
housing  for  all  Americans. 
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Mr.  Chairman,  the  National  Governors'  Association  and  I  look 
forward  to  working  with  you  and  your  committee  to  achieve  this 
goal. 

[Governor  Bond's  prepared  statement,  on  behalf  of  the  National 
Governors'  Association,  follows:] 
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Mr.  Chairman,  thank  you  for  permitting  me  to  appear  today  on  behalf 
of  the  National  Governors'  Association.   1  am  appearing  today  In  my  capacity 
as  chairman  of  the  NGA  Committee  on  Community  and  Economic  Development,  which 
has  jurisdiction  over  housing  issues.   I  appreciate  this  opportunity  to 
express  the  concern  of  the  Governors'  Association  over  the  serious  housing 
problems  our  nation  faces  and  to  set  forth  some  broad  policy  objectives  which 
we  think  the  committee  should  consider  this  year. 

First,  let  me  commend  the  committee  for  its  recogni tion  of  the  role 
of  state  and  local  governments  in  helping  meet  the  nation's  housing  needs, 
particularly  in  your  proposal  for  multi-family  housing  production.  Mr.  Chair 
the  NGA  welcomes  the  opportunity  to  work  with  you  and  the  committee  to  provide 
needed  housing  for  our  low  and  middle- income  citizens. 

The  United  States  is  slipping  toward  a  housing  crisis.  We  are  now  in 
the  third  year  of  a  severe  housing  slump.   Some  people  call  it  a  depression. 
Over  one  million  people  in  the  housing  construction  and  real  estate  Industries 
are  unemployed.   A  slump  of  this  proportion  has  a  profound  effect  on  the 
economic  and  fiscal  condition  of  the  states.   State  and  local  governments  have 
suffered  significant  reductions  in  revenues  from  property  taxes,  home  sales  and 
related  retail  sales  taxes,  personal  income  and  corporate  taxes,  as  well  as  fees 
associated  with  sale  of  new  and  existing  real  estate.  The  fiscal  stress  of  state 
governments  has  been  compounded  by  increasing  claims  for  unemployment  insurance 
and  welfare  resulting  from  the  widespread  and  sustained  layoffs  in  the  housing 
industry. 

In  Missouri  and  throughout  the  nation,  our  low-income  population  is 
finding  it  Increasingly  difficult  to  find  affordable  housing.   Our  mlddle'inc 
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Rental  housing  has  becoae  increasingly  scarce.  As  a  result  of  d«K>1i* 
tion.  abandonaent  and   condowiniti  conversion,  we  are  losing  aore  conventional 
rental  units  than  Me  are  building.   Currently,  renters  are  residing 
in  apartment  stock  in  which  over  half  the  units  were  built  before  13S0. 
Consequently,  aost  of  these  units  91^   not  energy  efficient  and  aany  require 
substantial  rehabilitation.  The  owners  of  these  apartaent  buildings  are 
frequently  saddled  with  aaintaining  decaying  structures  and  paying  for  signi- 
ficantly increased  operating  costs  due  to  rapidly  escalating  fuel  prices, 
particularly  in  states  like  Missouri  where  natural  gas  is  increasingly 
expensive.   Current  interest  rates  sake  it  prohibitively  expensive  for  most 
apartment  owners  to  undertake  rehabilitation  through  refinancing.   Faced  with 
this  problem,  rnany  landlords  are   forced  to  choose  disinvestment  and  ultimately, 
abandonment.   George  Sternlieb  of  Rutgers  University  estimates  demolition  and 
abandonment  losses  to  the  rental  stock  of  the  United  States  during  the  1980s 
will  average  over  578,000  units  annually. 

The  Council  of  State  Housing  Agencies  predicts  that  during  the  1980s 
between  290,000  and  ^00,000  new  rental  units  will  be  required  to  meet  the  needs 
created  by  fonnation  of  new  households.  When  losses  to  the  existing  stock  are 
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added  to  household  formation  statistics*  we  see  -  at  a  minimum  -  an  annual 
rental  production  requirement  of  600,000  units  to  maintain  the  current  rental 
suppiy.  With  the  Advance  Mortgage  Corporation  reporting  that  in  I98I  conventional 
apartment  starts  were  slightly  over  100,000,  it  becomes  evident  that  we  are  facing 
a  serious  problem  in  meeting  the  nation's  multi-family  housing  needs. 

The  home  ownership  sector  is  equally  beset  by  problems.   In  1970,  %iihen 
the  average  new  home  cost  $23,000  with  fixed  rate,  long-term  conventional  financing 
in  the  eight  percent  range,  the  middle- income  family  could  afford  to  purchase  a 
home;  today  barely  ten  percent  of  U.S.  families  are  able  to  afford  a  medluni-priced 
home.   Since  the  early  1970s  new  home  prices  have  skyrocketed  by  over  250  percent 
and  mortgage  rates  have  more  than  doubled.   It  appears  that  the  eight  percent 
interest  rate,  thirty-year  mortgage  has  gone  the  way  of  the  five  cent  chocolate 
bar.   Although  increases  in  housing  prices  may  abate  during  the  1980s,  it  is  very 
uncertain  whether  prices  will  return  to  a  level  that  allows  access  of  middle-incoaie 
families  to  new  housing  on  the  scale  that  was  experienced  in  the  1970s.  Further- 
more, during  the  1970s,  a  major  source  of  housing  for  first-time  buyers  was 
previously-owned  housing.   High  interest  rates  and  historically  low  levels  of  new 
housing  construction  have  severely  depressed  the  housing  resale  market. 

High  interest  rates  also  pose  a  serious  problem  for  middle- income  persons 
who  seek  loans  to  rehabilitate  or  improve  the  energy  efficiency  of  their  homes. 

Assuming  a  low  replacement  rate  for  single-family  units  (of  one-h«If  of 
one  percent  per  year  or  300,000  units),  depressed  rates  of  ownership  household 
formation  (of  one  million  per  year),  and  minimal  vacancy  requirements  (100,000 
units  per  year),  the  Council  of  State  Housing  Agencies  predicts  an  annual  ownership 
housing  production  requirement  of  over  1.^  million  units  to 
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-maintain  adequate  ""ewels  of  "HoBsi-ng  avai'acn'tv  AirT^  t*«e  IJ^Os.     At 
present,    it   seens   s*»l*ke1v  that  we  wTl^   attaJ"^  tSese  levels. 

1    rhj-sk    it  iKOcId  be  a  tr'sta^e  to  j!>derest »«ate  rhe  socTal    ino^ icatiofis 
of  our    inabH'tv  to  meet   ttie   5-0^115  *ous"?*g    fluia^d-s  of  voung  adults  •^*o  wish 
to  buy   tSc:r   'jrst  *>flroe.      'ricreas *•«  •  y,   iBenbers   o*  t^is   generation  desf>a<r 
that   tr>ey  mW    ever   be  ab^e   to   r^^l'-z^   t*ie  %er?&an  ireaw  of  hoine  ownership. 
President   Reagan  ar»d   Con^gress  ^ave    : jwltted  tSe  nation   to  a  ^ong  overdue  effort 
to    Increase   oxtr   orodoct'vTtv   and    'worjwe  oar   cjjwuet't've  edge    *r»   tSe   international 
Tiarket   Diace.      ''^e  success  of  t'^ls  coMBittaent  will    rest  jpon  people   i«  their 
tv#enties   and   thirties.      We   njr    the   risk  of  imderwining  our  efforts    if  thev   lose 
confidence    in    their   own   futxjre.      1*  we  ^>ope   to  enlist   the   support  of  this 
generation    in   t^e  carrpa^gn    to   Increase  Verica's   productivitv   and  preserve  our 
free  rnarket    systea.    Me  "Wist   convince   then  that   their  efforts  will    improve   their 
well-being.      We  wust   convince   thera   that   they  will    r>ot   be   required   to  sacrifice 
the   dream  of   hof»»e  ownershio  as   the  price  for  econonic   rev i tal  i ration. 

The  National   Governors'    Association   recognizes   that   the  national   policy 
goal    of   "a   decent   hone  and  a   suitable    living   environment   for  all    Apiericans** 
continues    to  be  a  major  priority   for  the  1980s.      In   1980   the  NGA  adopted  a 
policy   position  outlining   our   suggestions    for   strengthening   the  cooperative 
relationship  between   the   federal   and   state  governments    in   the  area  of  housing. 
With   the  permission  of  the  committee,    I  would   like  to  submit   the  policy  statenent 
as   an   appendix   to  my    testinx>ny. 

The  Governors     have   long   felt   that  no  one   level   of  government  holds  all 
the  answers    to  our  housing  dilemma.      Rather,    the  solution    lies    in  the  recognition 
that   each    level   of  government   -   federal,    state  and    local    -  has  an   Important   rolt 
to   play. 


Digitized  by  CjOOQIC 


2832 


No  two  States  are   exactly  alike.  The  housing  needs  of  one  state  or 
region  are  different  from  those  of  another.  Our  problems  in  Missouri  are  as 
different  from  those  of  Texas  as  they  are  from  those  in  Ohio.  Likewise,  the 
solutions  will  vary  from  state  to  state.  Mr.  Chairman,  we  are  pleased  that 
you  have  incorporated  this  principle  in  many  of  the  provisions  of  your  housing 
proposal  contained  in  H.R.  5731. 

In  any  program  aimed  at  stimulating  construction  or  rehabilitation 
of  rental  housing,  state  and  local  governments  need  maximum  flexibility  to 
tailor  the  program  to  their  special  needs.  We  believe  the  program  should  be 
compatible  with  mortgage  revenue  bond  financing  to  ensure  that  state  and  local 
governments  will  be  able  to  leverage  limited  federal  funds. 

The  NGA  urges  the  federal  government  to  develop  a  strategy  to  avert 
housing  abandonment.   Existing  federal  programs  should  provide  states  with 
flexibility  to  target  them  to  buildings  threatened  with  abandonment.  Expansion 
of  the  urban  homes teading  program  and  provision  to  set  aside  some  form  of  low- 
income  housing  for  this  purpose  should  be  given  priority  consideration  in 
developing  an  overall  approach  to  the  problem  of  abandonment.   If  Congress  enacts 
a  voucher  program,  it  should  provide  a  set-aside  for  units  financed  by  state 
housing  finance  agencies.  We  would  also  urge  you  to  draw  upon  the  Coomunlty 
Development  Block  Grant  approach  to  allow  states  to  act  as  housing  authorities 
for  smaller  communities  that  otherwise  lack  the  resources  and  expertise  to  run 
their  own  housing  programs. 

Over  the  years,  states  have  demonstrated  their  willingness  and  ability 
to  address  housing  issues.  We  have  taken  measures  to  use  state  statutory  and 
regulatory  authority  to  promote  housing  affordabi 1 i ty  in  such  areas  as  zoning 
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and  sobdivisioM  rvfaUt^OPi.   wiwmc?'>f  tiw  hip^W  «^  e**v*aoafct<   1«Mtf, 
structural   rcgulatloa,  direct  fieaiKial  a^^UutfCi   t»iFiif»  vorc^aiifc  rfev«MM* 
bonds  and  abateaent  of  property   *4Les    '^r  *x3vs4^  uwmnuctt^w  ^er 
rehabilitation  in  distressed  areas.     At  tke  re^eest  ftf  ^9  Secretsry  Ssuel 
Pierce,   the  ICA  is  cooperating  with  a  national   Mnvrstr^tioM  proj^r^n  ta 
promote  affordable  hoes i eg. 

The  soperb  record  of  state  hoesing  finance  agencies  (UFAs)   is  perhaps 
the  best   devorstratTon  of  state  capacity  to  respond  to  hoesing  needs.     Over 
the  past  twenty  years,   state  HFAs    '^  ^6  it^t^s  ^    l-^c   v.^.r    vL  o     .o-.d£i-a 
and  Puerto  Rico  have  provided  low  cost  jer^affaTt  f  tftancfn^  for  ^or>OKi*et*lY 
^00.000  single  fwily  «ad  360,000  apartMnt  units.     AM   IqW,   ttiese  egnctes 
have  an  outstanding  debt  of  over  $25  billion  dollars.      In  «y  state,   lefisTatloe 
authorizing  creation  of  the  Nissouri   Housing  tevelofvent  Co^vlssfon  ««s  enacted 
in  19^9  and  the  Coneission  issued   its  ^Im  bonds   In  1370,     total  ^cfrt  «iit* 
standing  on  July  1,   198I  was  $6%7.S58,%00.     Ve  ^t^  fifWK^  9,000  sl^^U  fanily 
homes  with  mortgages  totalling   $222.6  million  and  U,8%B  multl-fanily  units 
with  mortgages  totalling  $3**. 5  nil lion. 

Nationwide,  state  HfAs  have  financed  and  successfully  generated  about 
one-third  of  the  Section  8  progran.  In  Nissouri,  our  agency  ^la*  used  fnortgage 
revenue  bonds  to  finance  6,998  Section  8  units  and  1,868  Section  236  units. 

A  nunber  of  HFAs  have  initiated  progrwis  to  provide  low  Intere&t  rate 
funds  to   improve  the  energy  efficiency  of  eitifiCTng   f>«ntal  profwrties  or  perfore 
moderate  rehabilitation.     The  Minnesota  HFA  has   pr^v^ftd  fUsrtcin^  secured 
with  second  mortgages  to  install   energy  conserving   tmprovement^   In  about  fifty 
rental   projects  throughout  the  state.     The  Virginia  Development  Authority  has 
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used  the  FHA  241(e)  nx>rtgage  insurance  program  to  make  mult  I -family 
energy  conservation  loans.   Unfortunately,  other  HFAs  have  been 
stymied  by  the  Mortgage  Subsidy  Bond  Act  provisions  which  restrict 
the  use  of  bond  proceeds  for  multi -family  projects  with  less  than 
twenty  percent  low- income  tenants. 

A  number  of  HFAs  have  assisted  state  historic  preservation 
programs  by  coordinating  rehabilitation  efforts  with  other  state  and 
local  agencies.   Several  agencies  in  rural  states  have  played  a  major 
role  in  financing  Famers  Home  Administration  multi-family  projects. 
Many  HFAs  provide  congregate  housing  for  the  elderly.   Other  HFA  programs 
include  housing  for  the  handicapped,  battered  women  shelters,  moderate- 
income  condominium  conversion  and  Indian  housing. 

These  state  housing  programs  show  that  states  have  the  capacity 
to  deal  efficiently  with  housing.   The  diversity  of  state  programs  under- 
scores the  need  for  continued  flexibility  inherent  in  the  principles  of 
new  federalism.   Housing  finance  agencies  offer  an  efficient  alternative  to 
costly  red-tape  and  wastefulness  frequently  associated  with  centralized 
federal  programs.  The  reliance  on  tax-exempt  financing  by  state  HFAs  results 
in  sound  management  practices  by  the  agencies.  Programs  financed  by  mortgag* 
revenue  bonds  are  policed  by  the  private  market.   The  market  demands  prograa- 
matic  success  and  enforces  good  management.  Without  high  ratings,  reflecting 
investor  confidence  in  program  security,  mortage  revenue  bonds  will  not  sell. 

As  you  know,  the  ability  of  state  agencies  to  continue  their  activities 
is  threatened  by  the  Treasury  Department's  recent  proposal  to  restrict  severely 
Issuance  of  tax-exempt  revenue  bonds  and  flaws  in  the  Mortgage  Subsidy  Bond 
Act  of  1980.   Although  I  know  this  committee  does  not  have  direct  jurisdiction 
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over  these  t»M,  Issues.  1  think  It  Is  ivportaitt  to  s'scsss  TreasMry's 
;>roposa1  because  >t  iicmiIc  ef^ectTvely  foreclose  tr«  vast  aajorlty  of 
state  housing  efforts. 

>  "ebruary  26.  ttie  Treasury  releatsefi  ttie  provisioPS  of  the 

AdrinlstratTor 's  revenue  f  nftanrwect  initiative.  T))e  effect  of  soae  of 
these  provisions  mouIc  be  to  render  aortgage  revenue  bonds  k^ffltts)  vlrtuany 
useless  as  a  tool  for  financing.   The  legislatloo  tigm'it   repuire:   Ij  Bond 
aoproval  sy  tne  *"  gnest  electee  official  or  legislative  body  following  a 
ouh'^'z   rearing;  1)    After  Seccnoer  31,  'i^S   a  contribution  equal  to  one  percent 
o^  zr*e   'ace  aaount  of  t7>e  bonos  oust  be  sade  t>v  the  issuer.  The  contribution 
can  taKC  several  fo^-rss  'ncluding  a  cast;  payaent,  a  tax  credit  or  aPateaent.  a 
guarantee  or  Insurance;  3^  Acceleratec  cost  recovery  «iould  be  denied  to  revenue 
borrc    users,   ^ney  wtouM   be  -equlrcd  to  use  the  straignt-' '.t>c  taethod  of 
se^reclatior  .rltb  a  tn-'^v-flve  Y^ar   period  required  for  rea"'  estate;  *)  Bonds 
-«ust  DC  In  reg:stcred  'one;  5>  destructions  on  the  Investment  ylelc  froK  the 
use  d'  tne  proceeds  of  the  obligations  are  extended  to  reserve  firnds  and  funds 
^e^i  curing  the  temporary  construction  period.   Bond  costs  n>ay  not  be  taker 
iitc  account  'n  determining  the  vleld  for  purposes  of  the  arbifagc  limitations. 

ye  oelleve  that  the  pusllc  nearing  requirenent  Is  unhioricable  and 
const 'tutes  a  burdensarae  Intrusion  Into  state  authority.   Instead  of  requiring 
oubiic  Hearings,  we  endorse  a  provision  wnich  would  require  the  issuing  authority 
to  publish  a  list  of  proposed  issues  and  provide  for  an  opportunity  for  public 
coraraent.   ftany  states  may  choose  of  their  own  volition  to  expand  public  notice 
into  a   ful'  pub^c  hearing.   In  Hissouri,  for  example,  we  conduct  public  hearings 
on  a''  mui r i-farii ly  issues.   However,  we  believe  that  under  the  principles  of 
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our  federal  system  this  type  of  requirement  Is  best  left  to  the  discretion 
of  the  state  government. 

The  one  percent  contribution  requirement  contained  In  the  Treasury 
proposal  would  violate  many  state  constitutions.  Furthermore,  it  does 
nothing  to  ensure  any  greater  public  purpose  than  already  exists. 

Final 1y»  the  requirement  that  users  of  tax-exempt  bonds  forgo  the 
benefits  of  accelerated  cost  recovery  will  effectively  eliminate  state 
financing  of  rental  housing  for  low  and  mode rate- Income  families.   Last  year 
Congress  enacted  a  special  tax  benefit  for  housing  defined  by  the  tax  code 
as  low  and  moderate- income  housing.  The  provlsixxi  permits  a  two  hundred 
percent  write-off  of  construction  interest  and  taxes.  The  IRS  definition 
for  low  and  moderate- income  Includes  housing  assisted  by  Section  8  or  other 
federal  subsidy,  eligible  for  the  FHA  221-d-3  low  and  moderate- income  progr*«, 
or  a  state  or  local  equivalent  of  that  program.  Basically,  housing  regulated 
as  to  rents  and  limited  as  to  profit  is  eligible.   It  is  my  understanding 
that  state  programs  usually  provide  for  limited  dividend  mortgagors  %ifho$e 
rents  are  regulated  and  whose  profit  is  limited  to  no  more  than  six  to  ten 
percent  equity. 

Given  income  and  program  restrictions,  coupled  with  the  reality  that 
low  and  moderate- Income  families  are  unable  to  afford  high  rents,  profit 
sufficient  to  attract  equity  capital  must  be  achieved  through  syndication  of 
the  tax  shelter.  The  profit  will  not  be  sufficient  to  attract  capital  if 
accelerated  cost  recovery  is  denied. 

In  addition  to  rejecting  the  Treasury  Department  proposal.  Congress 
should  take  action  to  remove  the  unworkable  technical  restrictions  contained 
in  the  Mortgage  Subsidy  Bond  Act  of  198O.   Operating  on  the  belief  that  unllwited 
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of  mortqaqm  rtfitnm   boads  posed  m   t?bt««t  ta   f*aerttt  r^^Mfli 
the  health  of  ti^e  i^o^d  nj^^et.  lao^ress  ^s^«^  tniiUfioA  to   Halt 
vo1t«e  and  target  the  proceeds  of  t^e  txind!  an  t^e  b«s!s  of  need.  tt« 
general  thrust  of  this  legislatioe  hoi  aitetrible  and  the  itates  supported 
its  goals.  '^fortsnCaty^  tec3ieicat  provtslons  Of  the  ^tjcute,  irvrelated 
to  th«  targeting  aed  volfss  restr{cc<o«s.  tkave  eadc  pUI  tii'uji ^i  tftrtioafH 
WMorfcable.  Despite  regulatory  action  by  ;se  T^rea^nt-v  QeoartHcit  to  r«t*A 
soM  of  the  restrictions.  1901  NRB  r^^ne^  cov«r«t  bv  t^  1^80  Act  toCated 
less  than  $2  billion,  less  than  fifteen  ^rcen:  af  ihe  Congren Nortel  1v 
ieposed  vo1t«e  liait.  The  aajority  of  tnese  i^sijes  required  a  csrttrltovtfoq 
frcB  HFA  reserves  or  state  appropriation  to  cover  istuanca  cost  sVirtfalli 
resulting  froB  restrictions  on  the  use  of  bond  proceeds. 

To  help  reaedy  the  probleas  that  have  surfaced  under  the  Mortgage 
Subsidy  Bond  Act,  Congress  should  pass  the  HUB  aaondaents  cof^tained  Ifi 
H.R.  4717,  a  bill  %4hich  is  currentW  a»*at:Ing  conference.  The  aaondaents 
would  define  the  low-incoae  requiraaent  for  ■u1tI-'«>iK  ^ou^ing  as  a  ten- 
year  term  of  twenty  percent  occupancy  for  frillies  of  lass  than  eight 
percent  of  oedian  tncoae.  Present  law  iaplies  a  tverrty-year  tare,  !>»« 
anendtoent  allows  for  1  I/I6  percent  basic  yield  conpared  10  tt>e  present 
restriction,  and  sets  a  sliding  scale  for  issues  of  less  than  $100  *i1lTo^ 
up  to  1  1/8  percent  at  $)0  ail  lion. 

Congress  should  also  consider  extending  the  1983  Sunset  provision 
for  sing1e*faaily  bonds  contained  in  the  I98O  Act.  The  .  atu^*  •«  ^r,^cmi 
over  fifteen  months  ago.  Yet  until  yesterday  delay  in  the  pnoauigatip*^  of 
regulations  and   technical  flaws  in  the  Act  made  it  impossible  for  the  Missouri 
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Housing  Development  Commlsston  to  seek  bfds  for  bonds  under  the  permanent 
rules  established  In  the  Act.  Extension  of  the  Sunset  provision  would 
permit  the  states  to  make  up  for  lost  time. 

The  Council  of  State  Housing  Agencies  estimates  that  $10  billion  In 
HRBs  would  be  sold  this  year  if  the  arbitrage  level  were  raised.   It  should 
be  noted  that  a  volume  of  $1  billion  in  MRBs  will  directly  finance  18,500 
moderately  priced  homes  at  below-market  rates  and  provide  33.000  man-years 
of  housing  contruct ion-related  Jobs.   In  the  first  year,  $1  billion  In 
mortgage  revenue  bonds  will  generate  $126  million  in  federal  personal  and 
corporate  income  taxes  and  $S^  million  In  state  and  local  tax  revenue. 
Annual  real  estate  taxes  on  15,000  new  HRB-flnanced  units  would  total  over 
$18.3  million,  nearly  offsetting  federal  revenue  expenditures  associated 
with  $1  billion  in  bonds.  When  one  considers  all  taxes,  mortgage  revenue  bonds 
prove  to  be  a  net  generator  of  tax  revenues  for  federal,  state  and  local 
governments. 

I  certainly  do  not  want  to  suggest  that  mortgage  revenue  bonds  are 
the  panacea  for  all  our  economic  and  fiscal  ills.  Nevertheless,  they  are 
essential  to  the  operation  of  state  housing  agencies.   I  have  focused  on  HFAs 
because  they  illustrate  the  willingness  and  ability  of  the  states  to  help 
contribute  to  an  effort  by  all  levels  of  government  to  provide  adequate 
housing  for  all  Americans. 

Mr.  Chairman,  the  NGA  and  I  look  forward  to  working  with  you  and  the 
committee  to  achieve  this  goal. 
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HOUSPiCBSUES  AND  NEEDS 


The  19^9  OKOonal  foUqr  garni  al  ^  drrmt  hone  wed  a  i 
for  ail  AiPerkumT  ccnfinigs  »  be  a  inajar  neaanal  ?r£arxt]r  2or 
signifJCKit  pra^rese  lies  bees  isb4b  lince  Hie  edopoon  ef  sha  (s^t  *^  * 
from  meeting  :he  need  fior  decent  sid  afSordable  t 


The  juppif  of 
demand;  the 


making  <lfcefit  homing 
programs*  The  cost  o€ 
famiijes,  and  the  berriei 

been  fuUy  o^^roD^ne.    ._— 

ener^  —  hanre  served  te  tatAtr 

Housing  needs  sees  to  cartanuaHy  farrrd  :he  leauurces  availahie  ta 
Direct  subscf  prograsa  ixst  therefore  be  focfsrd  on  aeethg  :he  hocasag  aeeds  of  tie 
low  and  rTwderate  JKsne  popcdatioR.  O^wr  polices  and  prografBS,  dengsed  «»  aeiprawe 
the  fuictiening  of  the  hou^ng  market  generaily,  ^lould  pilecs  -najor  reliaDce  an  )±e 
private  sector  to  finance,  build,  and  tsaJRaJs  aa  adn|raTr  sjppiy  of  housng. 

Achieving  the  national  bousaog  goal  adopted  in  19%9  ifaouid  reanaia  a  tii|fi  priorixv  ior 
the  f  efleral  goverwnent,  the  states,  tad  the  private  secfior  during  :he  1910^  Tke 
siSgestioRs  outlined  belov  are  designed  to  si;e»gtfien  cooperasxve  srrie  Sederel  efSorcs  in 
the  area  of  housing  and  assure  c,«ti.iurd  pi  ogress  toward  achievemept  of  this  farianal 

pcllcYgoaL 

Addressag  ?!  abJera  of  Supply  and  Cosg 

>.  the  :9SSs»  about  42  tuUion  A-aerScans  mR  reach  the  peine  home  buyaig  age  if 

3C,  co-:pared  to  ^out  5C  million  in  the  1970s.    The  trend  toward  more    ' 


houser»ids  ->ct  only  increases  aggregatt  demand  for  housne,  but  also  reaohs  in  dawgo  in 
the  type  of  housing  jnits  a  6esnaa^    Growth  in  dBoaoA  aSo  rewixs  trora  " 
being  an  excsllert  personal  investment  in  infiasaonary  tjme& 


TSe  housing  market  in  many  areas  of  the  country  hes  teen  xMmbkt  to  satsfy  this 
grovtr.  >.  demand.  Tne  shortfall  in  sup^  is  axsibutabke  to  two  ma^or  factors:  the 
shortage  sf  capital  for  new  residential  constrjctioa  and  the  ra^  ^yatolion  of  f 
costs. 


Housing  coRStrjctian  is  one  of  the  most  cyciicaBy  seniltive  sectors  of  the  economy. 
?^Unor  Hijctuatioas  in  interest  rates  can  produce  major  changes  in  the  mortgage  market 
2nd  production  levels  for  -lew  housing.  Ahhough  the  recent  growth  of  long-<feertii 
certificates  of  deposit  and  expansion  of  -he  secondary  mirtgage  marl«t  hat»e  mitigated 
this  problem  scmcwhat,  re^dential  constrjction  stil!  remains  higtrfy  sensitive  to  cyclical 
changes  in  the  ecanorry. 
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Sharp  increases  In  the  costs  of  housing  over  the  past  decade  have  placed  the  dream 
of  owning  a  single-family  home  beyond  the  reach  of  a  growing  proportion  ol  households. 
The  market  has  not  provided  new  alternative  home  ownership  opportunities  (e.g.,  new* 
condominiums)  In  sufficient  quantities  to  satisfy  the  demand;  nor  has  construction  of  new 
multi-family  rental  housing  been  sufficient  to  meet  rental  demand.  Increases  in 
construction  and  financing  costs  have  been  a  significant  constraining  factor. in  both  the 
single-family  and  multi-family  housing  markets.  In  many  areas,  operating  costs  for  multi- 
family  rental  housing  have  increased  more  rapidly  than  rents,  further  eroding  investment 
and  contributing  to  severe  shortages  of  rental  housing. 

The  present  housing  crunch  can  be  attributed  in  part  to  the  cumulative  effects  of 
government  monetary  and  tax  policies,  environmental  and  other  restrictions  on  residential 
construction,  rent  control  and  condominium  conversion,  and  program  investment  deci- 
sions. Because  government  policies  exert  a  major  Influence  on  the  housing  nriarfcet, 
solutions  to  the  related  problems  of  supply  and  cost  depend,  in  part,  on  govemmentml 
action  to  remove  unnecessary  barriers  to  a  smoothly  functioning  housing  market.  Direct 
government  Involvement  should  be  focused  on  those  areas  where  the  private  sector  is 
unable  or  unwilling  to  address  the  needs  of  particular  markets  or  population  groups. 

Federal  Actions  Suggested 

•  A  more  stable  flow  of  capital  Into  residential  construction  would  result  in  a 
more  smoothly  functioning  housing  market  and  a  lower  rate  of  growth  in 
housing  costs.  A  thorough  reevaluation  of  the  regulation  of  thrift  institutions 
and  the  effects  on  housing  finance  of  conventional  monetary  policy  should  be 
undertaken  to  Identify  alternative  approaches  that  can  "smooth  out  the  bumps" 
in  the  availability  of  funds  for  residential  construction.  Particular  attention 
should  be  given  to  measures  that  would  enable  thrift  institutions  to  compete 
more  effectively  for  funds  during  periods  of  high  short-term  interest  rates. 

•  Federal  actions  to  maintain  the  supply  of  mortgage  money  through  secondary 
mortgage  market  participation  and  support  by  government  financial  institu- 
tions (FNMA,  FHLMC,  GNMA,  FHLBB)  should  be  examined  to  assure  that  they 
counteract  the  effects  on  the  private  mortgage  market  of  cyclical  changes  In 
the  economy. 

•  Home  ownership  subsidy  programs  should  be  targeted  to  low  and  nrioderate 
Income  households  and  should  be  reviewed  regularly  to  ensure  that  interest 
rates  and  mortgage  limits  are  set  at  realistic  levels. 

•  To  reduce  the  extreme  effects  of  the  money  market  cycle  on  mortgafe 
availability,  private  lenders  should  be  encouraged  to  offer  more  flexible 
mortgages  (e.g.,  variable  rate,  graduated  payment),  without  precluding  con- 
sumer choice  of  conventional  financing. 

•  Implementation  of  a  shallow  subsidy  approach  should  be  considered  to  Increase 
the  supply  of  rental  housing,  provided  such  a  program  does  not  reduce 
commitments  to  low  Income  rental  housing  needs.  Such  a  program  should 
permit  states  the  flexibility  needed  to  assure  production  of  rental  housing  in 
areas  where  the  problems  are  most  severe.  Determination  of  the  mix  between 
new  and  existing  housing  units  for  purposes  of  low  income  rental  subsidy 
programs  should  be  based  on  community  needs,  as  reflected  in  locally 
developed  housing  assistance  plans. 
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BEue  bones  to  Snancs  home  ovnenhip  jnd  rentit  I 

in  areas  wnere^  tte  privaie  sednr  is  not  aifcqiatrty  wftctin^  ihs  d     

Vhife  there  is  a  need  £gr  sane  federal  firaits  on  ds  use  of  such  bond^  mjor 
retponiThilr^  fat  feydarin^  i~ 


Federal  housins  policies  should  recopioe  die  special  needs  of  rural  areas,  la 
partiailar,  federal  housing  programs  diouid  permit  sutOdent  Sexibili^  lor 
scattered  site  deveiopraait  of  both  rental  and  single^fanuly  Housing  in  sraafl 
oommunities  sid  sparself  populated  areas. 

An  explicit  federal  stiate^  to  avert  housing  abandonment  diould  be  dev^ 
oped.  The  taost  effectxve  strateyes  are  lilceiy  to  be  those  that  oomhine  and 
target  the  resources  of  both  federal  and  state  government.  Exlstin(  federal 
programs  therefore  should  provide  states  with  flex&ility  to  target  them  to 
buildings  threatened  with  abandonment.  Expansion  of  the  urban  homesteadinf 
program  end  provision  to  set  aside  Section  S  units  for  this  purpose  should  be 
given  priority  consideratian  in  developing  an  overall  approadi  to  the  problem 
of  abandonment. 


State  Actions  Suggested 


Over  forty  states  have  established  housing  finance  agencies  that  use  tax* 
exempt  revenue  bonds  to  meet  the  housing  needs  of  !ow  and  moderate  income 
residents.  States  are  also  responsible  for  overseeing  the  issuance  of  mortgage 
revenue  bonds  by  local  \nits  of  government  and  for  ensuring  that  thoe 
programs  conform  with  legitimate  public  purposes.  States  should  continue  to 
assure  that  this  Indirect  federal  subsidy  is  used  In  a  respons&le  and  effective 
manner  to  fill  gaps  in  the  private  mortgage  market. 

While  federal  programs  pUy  a  significant  role  In  stimulating  new  condominium 
construction,  regulation  of  conversion  and  protection  of  tenants' mterestt  an 
be  addressed  most  effectively  in  response  to  particular  market  charact^istics 
at  the  state  and  k>cal  leveL  The  loss  of  rental  units  and  displacement  « 
tenants  due  to  condominium  conversions  are  phenomena  best  regulated  at  the 
state  leveL 

As  state  and  local  public  employee  pension  funds  grow  in  importance  in 
national  capital  markets,  they  are  increasingly  able  to  play  an  Important  role 
in  housing  finance.  States  should  consider  using  their  pension  funds  to  pra>^ 
mortgages  to  pubUc  employees,  shared-etjuity  programs  to  lower  ^tlal 
downpay?ncn»  '^  ^^^^  ^^  *  ^^^^^  *^  eventual  capital  gains,  and  direct 
provision  of  loans  for  single-family  housing. 


95-255   0   -   82    -   i«t 
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Meeting  Low  Income  Housing  Needs 

While  national  housing  policies  should  be  designed  to  assure  an  adequate  supply  ot 
housing  to  satisfy  the  demands  of  the  general  population,  particular  attention  must  be 
given  to  meeting  the  needs  of  low  income  households.  Federal  subsidy  programs  for  new 
construction  and  substantial  rehabilitation  of  rental  housing  are  characterized  by  high  unit 
costs.  .Mthough  rent  subsidies  for  existing  housing  units  may  appear  to  lower  unit  costs 
and  stretch  the  housing  assistance  dollar  further,  this  approach  is  not  responsive  to  low' 
income  needs  in  areas  where  the  supply  of  existing  housing  is  tight. 

The  range  of  federal  subsidy  programs  directed  to  meeting  low  income  housing  needs 
is  basically  adequate.  The  major  needs  are  to  maintain  sufficient  levels  of  activity, 
improve  program  flexibility  and  adaptability,  and  assure  effective  aidministration  of 
programs  in  response  to  locai  needs  and  conditions. 

Federal  Actions  Suggested 

•  As  housing  costs  continue  to  increase  at  a  faster  pace  than  the  overall  cost  of 
living,  the  size  of  the  target  population  for  federally  assisted  housing  programs 
inevitably  will  increase.  For  this  reason,  low  income  housing  programs  should 
be  maintained  at  current  activity  levels,  with  increases  as  resources  permit. 

•  To  increase  program  effectiveness  in  times  of  limited  resources,  federal 
programs  should  be  flexible  enough  to  respond  to  a  wide  variety  of  local 
iTiarket  conditions  and  needs.  One  of  the  more  effective  partnerships  has 
involved  use  of  Section  S  rent  subsidies  set  aside  for  units  financed  by  state 
housing  finance  agencies.  HUD  should  increase  the  Section  S  set-asides  and 
assure  sufficient  continuity  in  the  set-asides  to  enable  states  to  develop  well- 
planned  project  "pipelines." 

•  To  ensure  that  federal  low  income  housing  resources  are  directed  to  projects 
where  the  need  is  most  acute  and  the  impact  greatest,  program  dollars  should 
be  allocated  in  accordance  with  local,  regional,  and  state  plans  and  priorities. 

•  The  Farmers  Home  Administration  has  negotiated  formal  cooperative  agree- 
ments with  a  number  of  states  to  assure  that  federal  funding  decisions  are 
consistent  wiih  overall  state  priorities.  HUD  should  make  the  necessary 
program  adjustments  to  permit  and  encourage  similar  agreements  with  states. 
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•  Greater  flexibility  is  needed  in  the  Section  S  assisted  housing  unit  mix  to 
permit  states  or  local  agencies  to  shift  resources  to  new  construction  or 
substantial  rehabilitation  when  vacancy  rates  are  too  low  to  make  use  of 
existing  housing.  Fair  market  rent  determinations  should  be  pegged  closely  to 
local  market  conditions  and  should  be  adjusted  frequently  as  market  conditions 
change. 

•  Housing  program  regulations  should  be  as  simple  and  straightforward  as 
possible  and  should  be  consistent  among  all  agencies  that  finance  housing,  so 
red  tape  costs  are  minimized  and  private  sector  participation  is  not  discour- 
aged. 

State  Actions  Suggested 

•  States  should  continue  the  roles  they  have  played  successfully  ~  developing 
appropriate  housing  strategies,  filling  in  gaps  between  federal  programst 
complementing  and  adapting  federal  programs  to  work  in  local  settings,  and 
providing  technical  assistamce  to  local  agencies  and  private  developers  who 
utilize  federal  and  state  programs. 

•  Because  state  nousing  finance  agencies  (HFAs)  have  been  particularly  success- 
ful in  forging  linkages  with  -federal  programs,  states  should  continue  to 
strengthen  their  HFAs  and  target  their  resources  to  complement  federal  and 
private  sector  efforts  to  meet  low  income  housing  needs. 

•  Many  states  have  found  it  beneficial  to  act  as  housing  authorities  for  smaller 
communities  that  otherwise  lack  the  resources  and  expertise  to  participate  in 
the  Section  8  and  public  housing  programs.  This  approach  warrants  considera- 
tion by  other  states. 

Ensuring  Fair  Housing  Policies  and  Practices 

The  rights  of  free  choice  in  the  housing  market  are  protected  by  federal  and  state 
laws.  Enforcement  of  federal  fair  housing  laws  is  delegated  to  states  that  have 
comparable  legislation.  Tnis  augments  the  enforcement  provisions  of  the  federal  law  with 
the  generally  greater  authorities  the  states  possess.  Effective  enforcement  of  federal  and 
state  fair  housing  laws. is  an  important  step  toward  assuring  equal  opportunities  and 
preventing  overt  discrimination  in  housing. 

However,  there  are  some  subtle  barriers  to  freedom  of  housing  choice  that  can  be 
nore  difficult  to  identify  and  overcome  (e.g.,  mortgage  or  insurance  redlining,  exclusion- 
ary zoning  practices).  In  addition,  the  market  often  does  not  meet  the  needs  of  those  with 
special  housing  requirements  and  consequently  deprives  them  of  the  range  of  choice 
available  to  others.  "Vhiie  federal  and  state  regulations,  enforcement  mechanisms,  and 
disclosure  requirements  are  necessary  tools  to  eliminate  unfair  housing  practices,  only 
Through  the  active  involvement  and  commitment  of  the  private  sector  can  the  promise  of 
eq'jii  opportunities  in  housing  be  fulfilled. 
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Federal  Actions  Suggested 


Enforcement  of  the  federal  (and  state)  fair  housing  statutes  is  uneven,  in  part 
because  of  the  federal  government's  reliance  on  the  powers  and  resources  of 
state  agencies.  To  improve  the  enforcement  record,  the  federal  government 
should  provide  sufficient  resources  to  the  states  for  enforcement. 

The  Home  Mortgage  Disclosure  Act  is  an  important  instrument  for  overcoming 
mortgage  redlining,  one  of  the  indirect  obstacles  to  equal  opportunity  in 
housing..  The  program  should  be  made  permanent  and  its  implementation 
should  continue  to  be  carried  out  as  diligently  as  in  its  initial  years. 

In  recent  years,  a  number  of  federal  initiatives  have  been  undertaken  to 
encourage  expansion  of  housing  opportunities  for  the  disadvantaged  through 
demonstration  progratns,  incentive  mechanisms,  and*  the  establishment  of 
priorities  within  existing  federal  programs.  Efforts  to  develop  ''partnership" 
agreements  with  state  and  '.ocal  governments  represent  a  similar  positive 
approach  to  fair  housing.  The  Governors  endorse  the  provision  of  positive 
incentives  for  achievement  of  fair  housing  through  the  development  of  a 
cooperative  partnership  approach  to  shared  federal-state  objectives. 


State  Actions  Suggested 


States  should  continue  aggressive  enforcement  of  state  and,  where  delegated, 
federal  fair  housing  laws.  In  addition,  states  should  encourage  affirmative 
efforts  by  local  governments  to  eliminate  exclusionary  zoning  and  other  local 
restrictions  that  pose  barriers  to  freedom  of  choice  in  housing. 

State  housing  finance  programs  can  be  used  to  expand  housing  opportunities  as 
a  positive  complement  to  enforcement  of  antidiscrimination  laws.  States 
should  also  assume  a  leadership  role  in  working  with  the  full  range  of 
commercial  sectors  involved  in  housing  (e.g.,  builders,  owners  of  rental 
housing,  realtors,  lending  Institutions)  to  gain  active  private  sector  involve- 
ment to  eliminate  discriminatory  practices  and  assure  equal  housing  opportuni- 
ties. 


Adopted  August  19S0. 
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Chairman  Gonzalez.  Thank  you  very  much,  Governor,  for  not 
only  your  most  informative,  but  a  most  responsive  and  perceptive 
statement,  and  at  this  point'  I  do  want  to  take  this  opportunity  to 
recognize  our  colleague  from  Missouri,  Congressman  Emerson,  who 
has  legislation  and  appeared  before  this  subcommittee  last  week, 
and  since  he  is  from  Missouri,  and  he  is  very  much  concerned,  and 
I  am  going  to  ask  him  to  further  welcome  you. 

Mr.  Emerson.  Thank  you  very  much,  Mr.  Chairman. 

I  am  delighted  to  have  the  opportunity  to  welcome  you  here, 
Governor  Bond.  I  apologize  that  I  was  not  here  at  the  outset,  but  I 
was  in  another  subcommittee  testifying  about  another  one  of  our 
problems,  a  problem  in  agriculture,  namely  the  soybean  cj^t  nema- 
tode, and  trying  to  get  funding  for  research. 

I  am  delighted  that  you  are  here  to  talk  about  this  important 
subject  as  it  relates  to  the  housing  industry.  I  did  testify  last  week 
in  support  of  the  goals  that  you  are  speaking  to  here,  and  look  for- 
ward to  working  with  you  and  with  this  distinguished  subcommit- 
tee and  committee  in  getting  them  implemented.  I  commend  you 
for  making  the  trip  to  Washington  to  speak  on  behalf  of  Missouri 
and  on  behalf  of  your  fellow  Governors.  You  have  been  well  heard 
by  this  committee.  It  is  an  outstanding  committee  that  is  very  sen- 
sitive to  the  problems  that  you  are  trying  to  address,  and  I  think 
you  can  expect  a  good  reaction  from  the  committee. 

Governor  Bond.  Thank  you.  Congressman. 

Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Emerson. 

Governor,  as  I  said,  your  statement  was  so  thorough  that  several 
of  the  questions  I  thought  I  would  ask  were  taken  care  of.  They 
would  have  been  along  the  lines  that  we  asked  State  housing  agen- 
cies. 

As  you  pointed  out,  enabling  legislation  was  approved  in  1963  in 
Missouri.  In  my  own  State  of  Texas  we  still  have  yet  to  enact  some- 
thing that  would  even  represent  a  program  similar  to  yours. 

I  guess  one  of  the  biggest  disappointments  I  have  had  since  I 
have  been  in  this  Congress  20  years  was  the  Secretary  of  HUD 
coming  before  us  this  morning  for  better  than  IVt.  hours  and  not 
one  time  referring  to  the  bill  around  which  these  hearings  are 
held.  What  this  does,  intended  or  not,  is  reduce  us  automatically 
and  willy-nilly  to  an  adversary  position,  which  we  realize  is  futile. 
And  so  to  have  you  come  here  and  address  H.R.  5731,  our  bill,  is 
very  gratifying,  and  I  am  grateful  that  you  did. 

From  the  standpoint  of  your  own  State,  if  we  were  lucky  enough 
to  get  congressional  approval  of  the  rental  housing  program  provi- 
sions, how  would  the  State  of  Missouri  use  these  Federal  funds  to 
produce  the  much-needed  rental  housing:  through  interest  subsi- 
dies, up-front  capital,  grants,  or  direct  loans?  Would  you  be  in  a  po- 
sition to  say  what  seemed  to  be  the  potential  use  of  this  mecha- 
nism? 

Governor  Bond.  I  was  just  conferring  with  the  chairman  of  my 
housing  development  commission,  which  is  a  separately  established 
and  independent  body,  but  the  Governor  does  have  one  vote  on  it. 
The  chairman  controls  the  committee,  however,  with  an  iron  hand, 
and  bowing  to  his  judgment,  I  would  say  that  we  would  explore  a 
number  of  different  ways. 
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Our  housing  development  commission  as  you  kindly  suggested  is 
a  very  effective  ongoing  operation.  It  has  built  up  some  reserves 
over  the  years,  and  frankly  it  was  only  because  it  had  reserves 
available  that  we  were  able  to  go  to  the  market  yesterday  for  the 
single-family  issuance.  I  am  sure  that  there  are  States  which  would 
be  able  to  provide  housing  opportunities  if  the  money  would  be 
available,  as  we  have  done  in  Missouri  because  we  have  an  estab- 
lished agency.  Certainly,  we  would  explore  either  a  subsidy  for  the 
rent  or  perhaps  some  up-front  contribution  to  the  bond  issue  so 
that  there  would  be  an  overall  reduction  for  the  spread  over  the 
entire  amount  of  the  issue.  This  is  something  on  which  we  have  not 
made  a  final  determination.  We  would  await  the  provisions  of 
whatever  Federal  law  is  enacted  and  any  accompanying  regula- 
tions. 

Chairman  Gonzalez.  Thank  you  very  much.  I  am  changing  the 
question  around.  In  every  State  that  we  visited  last  year  and  this 
year,  the  answer  was  the  same  on  the  part  of  the  housing  officials. 
That  is  if  we  do  not  succeed,  and  there  is  nothing,  and  the  rest  or 
substantially  the  rest  of  the  President's  budget  recommendations 
as  of  February  8  were  to  be  honored  by  the  Congress,  meaning  that 
there  would  be  sharp,  extremely  sharp  reductions  if  not  elimina- 
tion of  some  of  these  grants  and  other  subsidies  for  the  States,  how 
would  that  impact  on  your  ability  to  carry  on  the  basic  mission  of 
the  housing  agency  of  the  State  of  Missouri? 

Governor  Bond.  Mr.  Chairman,  basically  our  problems  relate  to 
the  provisions  of  the  Mortgage  Subsidy  Act  of  1980.  We  need  relief 
from  those  provisions.  The  only  reason  we  have  been  able  to  issue 
some  bonds  is  because  of  our  good  financial  situation.  But  probably 
the  most  significant  action  which  Congress  could  take  right  now 
would  be  to  free  up  or  open  up  the  pipeline  on  the  section  8  funds, 
which  have  already  been  appropriated.  We  do  not  seek  new  appro- 
priations because  we  know  the  difficult  fiscal  and  budgetary  condi- 
tions faced  by  the  Federal  Government.  But  we  feel  that  with  the 
money  that  is  in  the  pipeline  we  could  make  a  substantial  amount 
of  progress  on  the  multifamily  program. 

Chairman  Gonzalez.  Let  me  ask  a  question  here.  In  setting  up 
your  authority,  what  is  the  basis  of  funding  for  the  housing  agency 
in  Missouri? 

Governor  Bond.  The  housing  agency  in  Missouri  is  now  entirely 
independent  of  State  general  revenue.  We  face  a  very  tight  finan- 
cial condition  in  the  State.  In  my  first  term  as  Governor  back  in 
the  early  seventies  we  contributed  $1  million  of  general  revenue  to 
the  Housing  Development  Commission  to  get  it  started.  It  has  oper- 
ated with  the  arbitrage  that  it  received  on  the  bonds  that  it  issued. 
Next  month  the  housing  commission  will  return  approximately 
$1.9  million  to  our  State  treasury,  representing  the  initial  contribu- 
tion plus  the  interest  on  it  for  the  years  that  the  general  revenue 
funds  have  been  used.  With  that  payment  which  is  scheduled  for 
April  21,  it  will  be  completely  freestanding.  It  will  not  be  depend- 
ent in  any  way  on  State  appropriations. 

Chairman  Uonzalez.  Sincere  congratulations.  I  guess  nothing 
more  need  be  said  as  to  the  definition  of  success  there. 

Let  me  just  conclude  by  saying  that  Texas  has  been  impacted 

*ough  its  history  very  much  by  Missouri.  Some  of  the  most 
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prominent  Texans  came  from  MisBOuri,  St^ihea  Austin,  Moses 
Austin,  were  aU  Missourians.  Hie  name  Milsap  is  piominent  in  my 
district  I  asked  him  if  he  was  rdated  to  a  young  attorn^  in  San 
Antonio  running  fiir  district  attorney  by  the  name  of  Milsap. 

As  I  said,  from  the  East«n  Shore  of  Maryland  and  Virginia  to 
California  in  a  period  of  less  than  a  year,  and  Americans— you 
know,  it  was  the  only  really  inspiring  thing,  even  thougli  the  notes 
were  d^nnessing  and  the  testimony  was  demoralidng,  the  people 
are  there,  and  I  salute  you  in  Missouri  far  having  the  fiudi  in 
people,  which  we  seem  to  have  lost  cm  the  national  leveL 

Mr.  Lowery. 

Mr.  Lov^ERT.  Thank  you,  Mr.  Chairman. 

Governor,  welcome  to  the  ccmmiittee.  I  appreciate  your  sage  com- 
ments and  your  testimony.  Currently  the  House  and  Senate  have 
before  them  in  conference  legislaticm  that  we  passed  last  fell  and  I 
believe  the  Senate  has  passed  back  in  December  contained  in  H.R 
4717  as  it  relates  to  mortgage  revenue  bonds,  and  it  gives  you  a 
little  bit  of  the  flavor  of  this  place — here  we  are  6  or  7  nnrnths 
after  we  passed  it  and  4  months  after  the  Senate  passed  legislation, 
it  is  just  now  getting  around  to  conference,  which  indicates  tiie 
problems  that  we  are  facing. 

Yesterday  with  regard  to  that  conference,  the  House  Republican 
Task  Force  on  Housing  adopted  unanimously  a  resolution  vi^ich  I 
will  read  and  ask  for  your  comments.  Basically  we  were  addng 
that  we  go  beyond  the  scope  of  the  conference  on  an  emergency 
basis  to  incorporate  many  things  you  asked  for. 

Whereas,  the  Natioo's  housiiig  industry  is  an  impwtant  part  of  the  Nation's  eoon- 
omy;  and 

Whereas,  the  level  of  housing  construction  is  at  an  historic  low;  and 

Whereas,  there  is  currently  in  conference  between  the  House  and  Senate  a  bill 
which  amends  the  mortgage  revenue  bond  pit^gram;  and 

WHEREAS,  this  program  could  be  expanded  to  provide  immediate  and  low-cost 
assistance  to  the  Nation's  hounng  industry  since  State  agencies  are  poised  and 
ready  to  issue  bond  packages  within  30  to  60  days  of  Congressional  action  and  is- 
suances of  approximately  $10  billion  could  be  made  in  1982,  therdt>y  assistiiig 
150,000  to  185,000  units:  Now,  therefore,  be  it 

Resolvedy  That  the  Task  Force  supports  amendments  to  H.R  4717  (pending  in  con- 
ference) which  are  designed  to  expand  the  mortgage  revenue  bond  program  related 
to  single-family  homes.  SpeciAcally,  H.R  4717  should  be  amended  to  assist  the  pur- 
chase of  homes  with  a  purchase  price  of  110  percent  of  the  average  area  purchase 
price  regardless  of  whether  the  home  is  in  a  targeted  area  and  regardless  <u  wheth- 
er the  mortgagor  is  a  first-time  home  bujrer.  The  per  State  limitation  on  the  ^gf^ 
gate  amount  of  mortgage  revenue  bonds  issued  should  be  increased  to  $400,000^)00 
from  $200,000,000  during  1982  for  any  State  which  does  not  have  a  higher  limit 
based  on  9  percent  of  the  annual  average  annual  aggregate  principal  amount  of 
mortgages  originated  in  the  State  over  the  immediate  preceding  3  years.  In  addition, 
the  change  in  the  arbitrage  limit  made  by  the  Senate  bill  should  be  superseded  for 
1982  to  allow  for  a  1.25  percent  arbitrage. 

Your  comments  please,  Governor. 

Governor  Bond.  First  of  all,  I  believe  several  of  the  points  that 
you  mentioned  there  are  supported  by  the  National  Governors'  As- 
sociation. In  particular,  we  feel  that  the  arbitrage  should  be  moved 
up  at  least  to  1.25  percent.  We  would  suggest  perhaps  1V&  percent 
to  give  the  housing  authorities  the  needed  flextt>ility.  We  definitely 
favor  relaxing  the  first-time  home  purchaser  requirement  because 
of  our  difficult  economic  times.  There  are  not  that  many  first-time 
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home  purchasers  who  are  in  the  market.  There  are  others  who 
need  that  assistance. 

I  would  question  perhaps  the  sense  of  the  resolution  that  it 
should  double  from  $200  million  to  $400  million  the  amount  of 
bonds  which  can  be  issued.  Frankly,  in  Missouri  we  would  be 
happy  if  we  could  just  issue  $200  million  in  bonds.  We  need  to  get 
that  out.  We  realize  there  may  be  some  questions.  We  do  not  quar- 
rel with  the  desirability  of  putting  some  limitation  on  the  amount 
of  bonds  that  can  be  issued,  and  we  were  willing  I  believe  to  accept 
that  limitation.  All  we  ask  is  the  authority  to  issue  our  allotment 
under  the  1980  statute. 

We  would,  as  I  indicated  earlier,  like  to  have  the  1983  sunset  pro- 
vision removed.  Perhaps  with  that  caveat,  I  would  say  that  we 
would  be  extremely  supportive  of  your  resolution.  If  I  may  check 
just  a  minute — our  staff  advises  me  that  the  resolution  would  be 
consistent  with  not  only  the  Council  of  State  Housing  Agencies  po- 
sition, but  the  official  position  of  the  National  Governors'  Associ- 
ation. 

Mr.  LowERY.  Thank  you.  It  has  taken  us  6  or  7  months  to  get 
this  far,  we  are  not  there  yet,  but  at  least  we  appear  to  be  moving 
in  the  right  direction  to  provide  relief  for  a  hard-hit  industry  and 
get  more  Americans  who  have  particular  needs  for  housing  shel- 
tered as  quickly  as  we  can.  Thank  you,  sir. 

Chairman  Gonzalez.  Mr.  Emerson,  did  you  have  any  questions? 

Mr.  Emerson.  No. 

Chairman  Gonzalez.  Let  me  say  for  the  record  that  I  was  one  of 
those  that  did  not  vote  for  that  Home  Mortgage  Revenue  Act,  I  be- 
lieve in  1980,  and  mostly  because  of  my  State  experience,  since  I 
had  the  honor  of  serving  in  the  Texas  State  Senate  for  5  vears.  As 
a  matter  of  fact,  I  was  the  author  of  the  enabling  legislation  on 
slum  clearance  and  urban  renewal  for  the  State  of  Texas,  which 
had  failed  for  12  years  before  in  1957— it  took  that  long.  Some  of 
the  features  of  the  bill  that  were  not  debated  but  were  m  the  fine 
print,  and  some  of  the  obvious  vacuums  or  lapses  in  the  wording  of 
the  legislation.  I  was  concerned  that  some  subsequent  interpreta- 
tions by  unknown  human  beings  with  differing  standards  of  inter- 
pretation would  be  making  the  States  and  local  entities  quite  vul- 
nerable. 

I  am  very  sorry  that  some  of  this  has  come  to  pass.  I  was  hopeful 
that  I  had  been  wrong,  but  I  do  want  the  record  to  show  that  i  was 
not  one  of  those  that  voted  for  that,  for  that  reason.  I  want  the 
record  also  to  show  that  I  am  in  wholehearted  support  of  your  ef- 
forts to  try  to  not  only  modify  the  regulations,  but  perhaps  the  law 
itself,  and  certainly  I  am  committed  to  doing  something  about  it. 

I  think  the  points  you  have  made  here  are  invaluable,  and  we 
intend  to  transmit  your  testimony  to  members  of  the  Ways  and 
Means  Committee  that  have  jurisaiction  over  the  basic  tax  legisla- 
tion, who  have  been  working  with  us  since  last  year  on  the  interre- 
lationship between  our  housing  programs  ana  the  tax  measures 
and  programs  that  impinge  on  housing.  As  a  matter  of  fact,  Repre- 
sentative Gephardt,  has  been  working  on  this.  So  if  there  is  no  ob- 
jection, we  are  going  to  see  to  it  that  they  get  this  testimony  so 
that  we  can  be  more  specific  as  to  how  we  can  move  as  immediate- 
ly as  possible  along  that  line. 
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I  also  want  to  mention  that  we  have  not  had  a  member  from 
Missouri  on  the  subcommittee  since  that  great  lady,  Leonor  Sulli- 
van, left  us.  You  may  know  or  may  not  that  she  was  the  ranking 
member  of  this  subcommittee  for  10  years  when  she  retired  volun- 
tarily. But  I  also  had  the  great  honor  of  serving  as  the  ranking 
member  on  the  subcommittee  that  she  chaired  the  longest,  which 
was  the  Subcommittee  on  Consumer  Affairs  and  Coinage,  and  the 
great  landmark  legislation,  fair  credit  laws,  not  only  for  women, 
but  I  mean  for  consumer  benefit,  consumer  credit  beneficiaries, 
and  we  just  have  not  had,  to  our  loss,  a  Member  from  Missouri  on 
this  subcommittee,  and  it  may  not  be  the  present  delegation  from 
Missouri's  fault,  because  sometimes  membership  on  this  subcom- 
mittee gets  hotly  contested.  This  is  the  largest  subcommittee  in  the 
whole  Congress,  33  members.  There  are  only  10  members  of  the 
full  Committee  on  Banking  that  are  not  on  this  subcommittee.  So 
thank  you  very  much.  Governor,  and  the  two  gentlemen  with  you 
that  have  taken  this  time  and  for  giving  us  a  very  valuable  presen- 
tation. It  will  be  very  helpful  to  us  all. 

Governor  Bond.  Mr.  Chairman,  we  appreciate  very  much  the 
kind  and  thorough  hearing  you  have  given  us.  You  obviously  have 
the  benefit  of  the  views  of  our  Missourians,  Representatives  Emer- 
son, Gephardt,  and  the  others.  Representative  Dreier  has  a  family 
in  Missouri,  so  perhaps  he  can  stand  in  as  a  Missourian. 

As  far  as  relations  between  Missouri  and  Texas,  I  know  many 
Missourians  went  to  Texas.  At  one  time  of  stress,  the  State  capital 
of  Missouri  was  located  in  Texas.  We  are  not  in  that  difficult  a 
shape  at  this  point,  but  we  extend  our  thanks  for  your  hospitality 
as  well  as  your  understanding  of  our  problems  and  your  insightful 
suggestions  on  how  to  deal  with  them. 

Chairman  CJonzalez.  Thank  you  very  much,  gentlemen. 

We  have  Hon.  Joseph  R.  Paolino,  Jr.,  member  of  the  city  council, 
Providence,  R.I. 

Councilman,  thank  you  for  being  with  us.  Let  me  announce  at 
the  outset  that  your  very  great  Congressman,  a  man  we  respect, 
had  to  go  back  to  the  district  and  wanted  you  to  know  that  is  the 
only  reason  he  was  not  here  to  be  with  you. 

STATEMENT  OF  HON.  JOSEPH  R  PAOLINO,  JR,  MEMBER  OF  THE 
CITY  COUNCIL,  CITY  OF  PROVIDENCE,  RI. 

Mr.  Paouno.  Thank  you  for  having  me.  Congressman  Gonzalez 
and  esteemed  members  of  the  Subcommittee  on  Housing  and  Com- 
munity Development.  I  come  before  you  today  as  a  member  of  the 
Providence  City  Council  in  the  State  of  Rhode  Island,  and  as  a  life- 
long resident  of  that  State's  capit€d  city.  I  am  grateful  for  the  op- 
portunity to  testify  at  this  hearing  and  to  share  with  you  the  frus- 
trations and  concerns  of  my  constituency. 

As  vice  chairman  of  the  Providence  City  Council's  Committee  on 
Urban  Renewal,  Development  and  Planning  and  as  a  member  of  its 
finance  committee,  I  have  become  acutely  aware  of  the  detrimentfd 
impact  that  Reagan's  budget  cuts  will  have  on  Providence  and  the 
other  older  cities  of  the  Northeast. 

I  am  sure  you  are  wondering  what  new  wisdom  I  could  jh  bly 
contribute  to  the  debate  on  the  New  Federalism.  I  am  sure  ' 
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wondering  what  a  local  legislator  from  a  city  often  identified  as 
"the  one  you  miss  on  Interstate  95  if  you  blink,"  can  tell  you  about 
urban  problems  in  Northeastern  cities. 

I  think  there  is  something  important  to  be  learned  from  Provi- 
dence, because  in  many  ways  it  typifies  the  older  American  city. 
We  are  an  "economic-decline  city,*  but  we  have  by  no  means  given 
up  the  struggle.  We  are  a  city  of  ethnic  neighborhoods  with  people 
still  willing  to  work  for  the  public  good.  We  are  also  a  city  that  has 
been  hurt  by  national  economic  trends.  Providence  is  the  archetype 
American  city  with  the  strengths  and  weaknesses  that  come  from 
diversity  and  change. 

In  what  specific  ways  have  these  trends  been  manifested?  The 
population  of  Providence  is  now  156,804,  according  to  the  1980 
census.  This  constitutes  a  12.5-percent  decline  since  1970.  Our  local 
economy  has  been  dependent  on  manufacturing  jobs  which  we  are 
losing  to  the  Sun  Belt  and  overseas  competition.  Since  1970,  the 
number  of  manufacturing  jobs  has  dropped  by  16  percent.  We  are  a 
city  that  has  been  pushed  to  the  brink  of  our  fiscal  limits.  Over  the 
last  10  years  the  amount  of  money  paid  in  property  taxes  by  our 
residents  has  increased  by  over  100  percent.  We  are  struggling  to 
keep  industry  and  taxpaying  homeowners  in  our  city,  to  revitalize 
our  deteriorating  housing  stock,  and  to  spur  development  in  our 
downtown  business  district.  At  the  same  time,  we  have  tried  to 
insure  a  decent  quality  of  life  for  all  those  who  reside  in  our  city. 
We,  too,  support  programs  which  aid  the  "truly  needy,"  but  many 
seem  to  be  falling  right  through  the  gaping  holes  in  the  President's 
safety  net.  How  can  we  stand  by  and  watch  our  cities  be  destroyed 
and  watch  their  residents  suffer? 

It  is  important  to  consider  that  Providence  is  not  a  city  whose 
budget  has  ever  been  balanced  by  great  infusions  of  Federal  funds. 
In  our  fiscal  year  1981  budget  61.8  percent  of  our  revenue  was  de- 
rived from  the  property  tax,  22.7  percent  was  provided  by  the 
State,  and  only  3.5  percent  came  from  Federal  aid.  We  are  not 
asking  the  Federal  Government  to  provide  us  with  frills,  nor  are 
we  coming  to  you  for  solutions  to  local  problems  It  must  be  made 
clear  that  across-the-board  cuts  are  not  equitable  and  do  not  have 
across-the-board  impacts.  We  in  the  Northeast  will  be  subject  to  a 
disproportionate  loss  in  aid.  Members  of  Congress,  the  Reagan 
budget  asks  the  local  taxpayers,  homeowners,  and  businessmen,  to 
shoulder  the  burden  of  what  should  be  considered  national  prob^ 
lems. 

The  New  Federalism  will  only  aggravate  the  problems  of  our  al- 
ready strained  local  tax  base.  If  we  choose  to  sustain  all  43  pro- 
grams that  the  President  proposes  to  turn  back  to  the  States,  we  in 
Rhode  Island  will  have  to  raise  $61.6  million  by  1984.  This  repre- 
sents a  10.13-percent  increase  in  State  taxes.  No  State  raises  its  tax 
rates  easily,  but  it  will  be  especially  difficult  in  the  Northeastern 
States  and  cities  which  are  already  experiencing  severe  fiscal  diffi- 
culties. If  propositions  13  and  272  are  any  indication  of  how  our 
constituents  feel  about  property  taxes,  the  prospects  for  these  pro- 
grams are  extremely  dim.  No  State  or  city  in  this  Union,  wheUier 
in  the  Sun  Belt  or  the  Snow  "Belt,  can  afford  to  take  on  dozens  of 
new  social  programs  without  adequate  Federal  funding  to  go  witii 
them. 
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If  we  only  cxxxaa^  the  current  level  of  iunding^  cities  like  Provi> 
denoe  are  not  reodving  xhar  fair  share  of  the  Fed&ral  tax  dollar. 
We  are  nai  a  dty  that  benefits  from  the  pft^xyrcion  of  the  Federal 
budget  that  is  sp^it  on  military  contracts.  Yet  the  fuD<k  we  cur- 
r«itlT  receire  are  cntkal  for  ensuring  that  our  dty  does  noc  slide 
into  iiitfVMsible  decline. 

How  does  a  city  like  Providence  fit  into  the  national  agenda?  We 
are  not  one  of  the  10  largest  dties,  so  our  probleflis  may  appear 
inocxxsequ^itial  when  compared  to  those  in  New  York  Qty,  Hous- 
ton, or  Los  Angeles.  YeC  at  this  congrpssional  hearing  it  may  be  an 
advantage  to  be  from.  Providence,  RJ.  All  of  vxhi  who  r^resent  dis- 
tricts fiom  across  the  country  may  have  a  particularly  difficult 
time  justifying  to  your  constituents  expenditures  that  benefit  cities 
like  Chicago,  Detroit,  or  New  York.  These  cities  are  oRen  dismissed 
as  aberrations;  their  probi^ns  are  considered  different  from  those 
that  exist  in  the  average  American  city.  Well,  the  vast  m^yority  of 
cities  in  this  country  ore  like  Providence,  and  our  problems  may 
not  be  dramatic  enough  to  command  the  attention  of  the  nationcd 
media,  but  they  are  just  as  real.  My  presence  at  this  hearing  is>  in 
some  sense,  an  attempt  to  broaden  the  concept  of  "urban  issues,*' 
making  it  clear  that  small  and  midsize  cities  in  this  country  are 
also  suffering. 

This  hearing  provides  me  with  an  opportunity  to  criticize  Rea- 
gan's urt>an  program,  but  I  am  also  here  to  speak  in  support  of 
H.R  5731,  Housing  and  Community  Development,  sponsored  by 
Congressman  Henry  Gonzalez  of  Texas.  This  bill  offers  amend- 
ments to  the  Reagan  budget  which  will  authorize  funds  for  single- 
family  ownership  stimulus  and  assistance,  multifamily  housmg 
construction,  and  elderly  housing  assistance.  I  believe  that  H.R 
5731  provides  a  workable  approach  to  continuing  the  revitalization 
of  urban  neighborhoods.  We  need  these  programs  in  Providence  for 
low-interest  mortgages  in  order  to  rehabilitate  abandoned  housing 
in  neighborhoods  such  as  Smith  Hill,  Elmwood,  South  Providence, 
Federal  Hill,  and  Fox  Point.  And  I  can  go  on  and  on.  We  need 
funds  that  will  reduce  the  cost  of  rentfd  on  cooperative  housing  for 
those  whose  incomes  do  not  keep  pace  with  inflation.  Neighborhood 
revitalization  benefits  all  residents  of  the  city.  It  returns  property 
to  the  tax  rolls,  it  provides  jobs  in  construction  and  related  indus- 
tries, and  most  importantly,  it  improves  the  quality  of  life  for  those 
individuals  who  remain  committed  to  the  city  s  survival. 

I  am  particularly  concerned  about  the  elderly  population  in 
Providence,  as  is  our  Congressman  St  Germain.  These  mdividuals, 
who  have  contributed  so  much  to  our  cities,  must  be  assured  that 
affordable  and  safe  housing  will  be  available  to  them.  Also,  the  el- 
derly who  are  on  fixed  incomes  must  be  provided  with  the  neces- 
sary assistance  even  when  thev  choose  to  remain  in  their  homes 
and  13.4  percent  of  Providence  s  residents  are  65  or  older.  Demog- 
raphers expect  the  number  of  elderly  in  our  general  population  to 
continue  increasing.  The  elderly  will  also  be  disproportionately  con- 
centrated in  our  central  cities.  Furthermore,  the  elderly  in  urban 
areas  are  more  likely  to  be  on  fixed  incomes.  According  to  our  most 
current  statistics,  in  1980,  34  percent  of  all  elderly  residents  in 
Providence  received  some  type  of  Federal  housing  subsidy.  If  t 
1983  Federal  budget  is  approved  in  its  current  form  there 
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virtually  no  funds  available  for  the  new  construction  of  subsidized 
elderly  housing.  I  therefore  applaud  Congressman  Gonzalez's  bill 
for  recognizing  the  needs  of  our  elderly  and  for  underst€uiding  that 
neighborhoods  are  the  lifeblood  of  the  city. 

In  the  past,  Federal  funds  have  made  the  difference  in  the  revi- 
talization  of  many  Providence  neighborhoods.  We  have  not  created 
a  total  dependency  situation,  but  rather  have  encouraged  coopera- 
tive efforts  between  the  community  and  State-level  flnancing  agen- 
cies. H.R.  5731  is  particularly  appealing  because  it  offers  flexibility 
to  local  governments  in  designing  rental  housing  initiatives. 

How  can  the  current  administration  be  so  shortsighted  in  its 
policy  objectives?  Not  only  will  the  current  budget  cuts  prevent 
future  progress  toward  revitalization,  but  it  will  destrov  the  ten- 
uous successes  that  we  have  already  achieved.  We  all  know  how 
rapidly  the  contagion  of  housing  abandonment  spreads.  In  my  own 
neighborhood  of  Federal  Hill  we  have  an  old  public  school  building 
that  has  been  closed  for  4  years.  The  building  has  been  subject  to 
repeated  vandalism  and  fires.  Why  has  this  problem  not  been  re- 
solved when  in  this  case  the  city  has  already  sold  the  building  to 
private  developers  for  conversion  into  subsidized  housing  for  the  el- 
derly? The  answer  should  be  obvious  to  this  committee.  This  plan 
depends  upon  the  continuation  of  HUD  programs,  and  the  private 
developers  cannot   move  forward   until   their  application   is  ap- 

E roved.  This  is  not  an  isolated  case.  Ten  public  school  buildings 
ave  closed  in  Providence  during  the  past  year.  These  buildings 
could  remain  community  eyesores  or  they  can  be  effectively  recy- 
cled. This  particular  problem  is  occurring  all  over  the  country  as 
our  school-age  population  declines.  Our  need  in  Providence  is  elder- 
ly housing,  but  the  conversion  possibilities  are  endless.  The  Federal 
Government  must  continue  encouraging  innovation  in  housing  re- 
habilitation, but  with  funds,  not  rhetoric. 

There  is  considerable  irony  in  the  Reagan  policy  to  cut  funds  for 
neighborhood  revitalization.  We  in  Providence  have  had  clear  suc- 
cesses using  this  evidence  in  the  past  and  have  designed  programs 
that  depend  on  the  continued  availability  of  Federal  funds.  We  are 
particularly  concerned  about  our  borderline  neighborhoods.  Civic 
organizations,  homeowners,  and  shopkeepers  are  willing  to  make 
the  commitment.  How  can  we,  as  public  officials,  not  support  their 
efforts  when  we  know  that  Federal  funds  will  make  the  difference 
between  destruction  and  preservation. 

Several  neighborhoods  in  Providence  provide  stark  illustrations 
of  this  progress.  Elmwood  is  a  neighborhood  made  up  of  diverse 
ethnic  and  economic  groups.  It  is  not  severely  deteriorated,  though 
its  housing  has  substantial  need  for  rehabilitation.  The  programs 
in  particular,  stop  wasting  abandoned  property  and  home  improve- 
ment for  Providence  have  had  remarkable  success  in  rehabilitating 
abandoned  housing  and  in  assisting  low-  and  moderate-income  fam- 
ilies to  bring  their  previously  substandard  properties  up  to  city 
code  enforcement  standards.  A  mere  $35,000  was  sufficient  to  spur 
the  rehabilitation  of  eight  abandoned  houses.  Matching  grants 
were  also  provided  for  historic  preservation.  All  these  successful  ef- 
forts have  depended  on  Federal  funding.  How  can  we  cut  off  sup- 
port just  as  these  neighborhoods  are  beginning  to  show  signs  of  re- 
birth? 
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We  have  other  neighborhoods  like  Smith  Hill  and  Fox  Point 
which  have  large  poverty  populations  and  a  deteriorating  housing 
stock.  We  are  beginning  to  make  progress  in  Fox  Point  with  a 
home  improvement  program,  the  neighborhood  housing  corpora- 
tion, and  special  assistance  for  the  elderly  homeowner. 

In  the  city  of  Providence,  52  percent  of  the  housing  units  are  con- 
sidered substandard  and  450  houses  are  lost  to  the  market  each 
year.  But  50  percent  of  this  abandonment  is  concentrated  in  neigh- 
borhoods like  West  End  and  Smith  Hill.  Federal  assistance  is  cru- 
cial for  their  survival.  Smith  Hill  is  already  in  the  early  stages  of 
revitalization,  and  the  city  estimates  that  its  strategy  to  stabilize 
and  upgrade  the  area  will  take  another  6  to  9  years. 

I  will  conclude  by  reaffirming  my  support  for  H.R.  5731.  We  need 
more  funds  available  for  low-interest  mortgages,  homeowner  assist- 
ance, and  land  acquisition.  The  proposed  Rental  Housing  Produc- 
tion and  Rehabilitation  Act  of  1983  provides  the  logical  role  for  the 
Federal  Government.  This  bill  will  maximize  local  initiative  while 
making  it  possible  for  cities  to  work  with  State  finance  agencies  to 
produce  affordable  housing. 

I  ask  that  the  Members  of  Congress  put  aside  their  partisan,  sec- 
tional, and  regional  differences.  I  am  not  telling  the  poor  and  elder- 
ly in  the  city  of  Providence  to  pack  up  and  move  to  Houston  or 
Iowa.  We  in  cities  like  Providence  are  confronting  our  responsibil- 
ities directly,  and  are  committed  to  our  families  and  neighbor- 
hoods. 

Honorable  Members  of  Congress,  thank  you  for  giving  me  this 
opportunity. 

Chairman  Gonzalez.  Thank  you  very  much.  Councilman.  And 
particularly  for  your  very  strong  and  eloquent  support  of  our  bill.  I, 
again,  want  to  remind  you  that  your  Congressman  and  our  very 
distinguished  leader  on  this  committee  Mr.  St  Germain  has  really 
through  the  years  been  a  leader  and  in  the  forefront  of  housing 
and  community  development  legislation  and  is  currently  the  stand- 
ard-bearer for  the  leadership  in  this  respect.  Let  me  aissure  you 
that  your  Congressman  and  our  chairman  has  familiarized  us  with 
Providence  and  what  it  has  done.  Let  me  tell  you  we  are  very 
much  aware  of  Providence,  and  we  are  very  grateful  for  the  time 
you  have  given  us,  and  I  think  really  the  basic  question  we  would 
have  you  have  answered  in  your  testimony,  and  this  is  why  I  am  so 
grateful  for  your  strong  endorsement  of  our  bill.  Does  Providence 
have  a  section  312  rehabilitation  program? 

Mr.  Paouno.  Yes,  sir. 

Chairman  Gonzalez.  On  a  previous  occasion  I  believe  we  had  the 
mayor — I  do  not  know  why,  I  was  under  the  impression  that  last 
year  during  one  of  the  hearings — it  may  have  been  Mr.  Lynch — but 
in  a  question  and  answer  I  was  sure  that  the  city  of  Providence 
was  mentioned  as  having  had  a  section  312  rehabilitation  program. 

Mr.  Paouno.  Yes. 

Chairman  Gonzalez.  If  you  did  not  say  so  specifically,  I  gather 
that  the  impact  of  the  administration's  decision  that  whatever  sec- 
tion 312  funds  would  remain  or  be  recommended  would  be  used  for 
multifamily  housing  rehabilitation  in  fiscal  year  1982—1  gather 
that  the  impact  there  would  be  detrimental? 
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Mr.  Paolino.  Very  much  so.  Congressman.  There  is  no  stimu- 
lus— or  maybe  that  is  the  wrong  word — there  is  nothing  to  attract 
people  to  move  back  into  the  urban  cities.  Many  of  them  have  left, 
and  my  testimony  stated  how  we  have  lost  a  great  deal  of  popula- 
tion just  in  10  years.  It  seems  that,  unfortunately,  the  course  of 
government  is  going  higher.  We  are  losing  more  people.  We  are 
losing  our  children  who  are  going  to  school,  but  the  cost  of  the 
school  is  going  higher.  To  keep  up  on  a  city  government  when  you 
have  neighborhoods  that  are  deteriorating,  you  need  something  to 
entice  people  to  come  back  into  the  urban  neighborhood,  back  into 
those  neighborhoods  that  were  once  strong  back  in  the  early  and 
middle  1900's  and  have  now  fallen  aside. 

Unfortunately  absentee  landlords  have  been  moving  in  buying 
up  these  properties,  bleeding  these  properties  and  bleeding  the 
neighborhood,  and  we  have  to  have  something  to  entice  the  home- 
owners to  come  back,  that  yes,  the  cities  are  good  to  live  in,  safe  to 
live  in,  and  have  what  we  need  to  have  you  stay  in  our  city,  wheth- 
er it  is  Providence,  Houston,  New  York,  or  what  have  you. 

Chairman  Gonzalez.  I  notice  in  your  statement  a  reference  to 
the  fact  that  you  had  had  a  great  exodus  of  business  and  commer- 
cial activity  to  the  Sun  Belt.  I  come  from  the  area  that  is  designat- 
ed as  Sun  Belt,  and  of  course — let  me  put  it  this  way — I  was  in 
elected  public  office  14  years  before  I  was  endorsed  by  any  of  the 
local  daily  newspapers,  and  then  I  did  not  have  an  opponent.  So 
that  what  I  am  trying  to  say  is  that  that  gives  you  an  idea  of  the 
relationship  with  what  we  call  the  establishment  or  power  struc- 
ture, and  it  is  true  to  this  day,  and  the  reason  is  that,  for  instance, 
I  saw  the  ads  that  the  Chambers  of  Commerce  were  putting  out, 
not  only  from  my  city  but  some  State  consortiums  and  Houston 

Particularly  in  some  of  these  slick  magazines,  and  they  were  all 
ased  on  an  appeal  to  a  cheap  source  of  labor.  We  have  no  unions. 
In  fact,  one  ad  was  boasting  of  the  fact  of  the  lack  of  union  activity. 
And  this  was  so  horrendous  to  me.  I  was  one  of  the  local  critics, 
and  it  seemed  to  me  that  it  was  self-evident  that  whatever  business 
was  attracted  on  that  basis  was  illusory  as  to  its  lasting  or  perma- 
nent benefit,  economic  benefit.  They  are  now  finding  it  out. 

One  of  the  big  stories  in  the  paper  about  a  week  ago  in  my  com- 
munity was  that  the  recession  had  finally  caught  up  with  the  Sun 
Belt,  and  they  mentioned  specifically  in  our  area  the  dismissal  of 
about  200  employees,  the  curtailment  of  a  bank  of  a  neighboring 
town,  one  of  the  local  establishments  that  seems  to  be  the  biggest 
employer  in  the  civilian  area.  My  city,  unlike  Houston,  which  you 
mentioned,  and  Dallas,  it  is  a  large  city,  but  unlike  the  others,  it 
does  not  have  the  type  of  industrial  or  business  or  economic  base 
that  say  Houston  or  Dallas  have,  Dallas—Fort  Worth.  And  yet, 
even  in  Houston  the  stories  are  coming  out,  in  Dallas  for  some 
time.  For  instance,  this  week  the  Dallas  paper  had  a  report  that 
their  want  ads  in  their  paper  were  down  almost  10  percent. 

What  I  am  saying  is  that  the  illusion  of  attracting  economic  ac- 
tivity from  one  region  on  to  the  other  based  on  a  dilution  of  stand- 
ards, either  labor  standards  or  tax,  for  instance  forgiveness  of  taxes 
and  the  like,  it  always  seemed  to  me  so  self-evident  that  that  was 
not  the  basis  upon  which  to  compete  honestly  and  lastingly,  and  I 
regret  that  it  seems  to  be  coming  out  that  way.  So  that  I  do  not 
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know  where  your  particiilar  industrial  activity  went  to — I  can 
assure  you  it  was  not  San  Antonio — it  might  have  been  Houston. 
But  we  have — in  the  light  of  all  this,  we  have,  and  we  discussed  it 
this  morning — it  came  up  when  the  Secretary  appeared,  because  it 
is  part  of  the  program  that  the  President  and  the  administration, 
endorsed  by  the  Secretary  of  HUD,  are  offering  as  a  solution  to 
this — known  as  the  enterprise — business  enterprise  zone.  Some  say 
it  is  urban,  some  say  it  is  urban  and  rural.  In  our  part  of  the  coun- 
try, what  we  are  afraid  of  is  that  what  it  means  is  bringing  Nuevo 
Laredo  north  of  the  border,  bringing  Hong  Kong  to  this  country, 
and  all  these  businesses  that  have  fled  and  set  up  shop  across  the 
border,  they  are  all  based  on  that  cheap  labor,  in  fact,  sweatshop 
labor,  lower  standards  of  pay,  avoidance  of  tax  responsibilities  and 
the  like.  And  to  us  this  so-called  urban  enterprise  business  or  rural 
enterprise  business  is  just  nothing  more  than  bringing  Puerto  Rico 
to  New  York,  Nuevo  Laredo  to  San  Antonio,  Hong  Kong  to  San 
Francisco. 

This  seems  to  be  derogatory  in  view  of  the  fact  that  our  distin- 
guished colleague,  Mr.  Garcia  from  New  York  is  a  coauthor,  but  I 
have  said  this  to  him  and  I  have  seen  nothing  so  far  in  the  legisla- 
tion as  suggested  by  the  President  in  his  message  to  us  the  other 
day  that  deters  me  from  labeling  it  that  way.  It  is  all  predicated  on 
reduction  of  standards,  whether  it  is  local  building  codes  or  what 
have  you^  tax  dodging,  which  is  the  only  word  I  can  think  of  for  it. 
I  am  hopeful  I  am  wrong  again,  but  I  see  nothing  in  the  awarding 
of  the  program  as  envisioned  l^islatively  thus  far  that  would 
cause  me  to  say  that  as  it  stands  now  all  it  means  to  me  is  that  we 
will  just  be  bringing  the  shops  from  Nuevo  Laredo  maybe  over  to 
San  Antonio. 

I  just  wondered  about  some  of  the  other  programs  that  have  not 
been  mentioned.  For  example,  what  would  be  the  impact  on  some 
of  your  ongoing  commitments  using  community  development  block 
grants  if  the  present  rescission  requests  are  honored?  We  are  not 
talking  about  budgetary  propoKsals.  We  are  t€dking  about  the  recis- 
sion  request  that  we  are  going  to  have  to  confront  which  would  cut 
into  1982  funding.  I  would  be  interested  in  knowing  what  depend- 
ence Providence,  for  instance,  in  its  basic  rehabilitation  approach 
has  on  community  development  block  grants? 

Mr.  Paouno.  I  believe  our  budget  for  community  development 
last  year  was  close  to  $8.6  or  $8.7  million  that  we  in  the  city  of 
Providence  received.  Next  year's  budget  will  be  cut  over  $1.5  mil- 
lion in  that  program. 

Chairman  Gonzalez.  That  is  about  right.  Let  us  see,  1  from  8— 
well,  that  translates  fairly  the  percentage  that  we  estimated. 

Mr.  Paouno.  Now,  community  development  is  probably,  in  my 
opinion,  a  good  program,  and  it  is  a  good  urban  program.  It  is  good 
for  the  neighborhood,  and  it  is  good  for  revitalization.  It  has  done 
so  much  to  help  Providence,  and  eventually  if  these  funds  for  com- 
munity development  are  cut  altogether,  the  decline  of  the  neigh- 
borhoods is  going  to  be  so  much  greater  than  we  could  ever  envi- 
sion. People  whose  fuel  per  month  is  more  expensive  than  their 
own  rental  for  their  dwelling — they  have  so  many  burdens  on  them 
now,  the  community  development  has  been  able  to  give  them,  give 
these  people  assistance  in  putting  a  new  boiler  in  their  home  or 
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putting  insulation  in  their  home,  because  in  the  frost  belt  we  have 
those  high  energy  problems.  So  I  could  see  if  the  cutting  of  commu- 
nity development  continues  and  if  it  is  bigger  and  greater  and  if  it 
is  ever  phased  out,  the  cities  will  be  hurt  drastically,  and  communi- 
ty development  has  done  so  much  for  historic  preservation.  In 
Providence  we  have  so  many  beautiful  structures,  old  structures  of 
so  much  historic  significance,  and  community  development  has  of- 
fered a  great  deal  to  work  along  with  the  neighborhoods  to  bring 
some  revitalization  back  into  the  individual  neighborhood.  So  that 
scares  me  a  great  deal,  when  I  hear  that  community  development 
could  possibly  be  phased  out  in  the  future. 

Chairman  Gonzalez.  Well,  thank  you  very  much,  councilman. 
We  deeply  appreciate  the  time  and  effort  and  your  testimony. 

Mr.  Paouno.  Mr.  Chairman,  thank  you. 

Chairman  Gonzalez.  I  hope  we  will  be  able  to  have  you  up  here 
again,  but  maybe  perhaps  under  happier  circumstances. 

Mr.  Paolino.  It  was  an  honor  to  be  here  and  testify  in  front  of 
you,  sir. 

Chairman  Gonzalez.  Thank  you  very  much. 

Next,  Dr.  John  H.  Gibbons,  from  the  Office  of  Technology  and 
Assessment,  its  Director,  and  his  very  able  assistant  with  him,  and 
I  will  ask  him  to  introduce  her  for  the  record. 

Thank  you.  Dr.  Gibbons,  again,  for  the  tremendous  job  that  has 
been  done  by  you  and  the  Office.  I  think  it  has  really  been  a  valua- 
ble asset  to  the  Congress,  and  I  was  here  when  it  was  initiated. 

I  had  the  privilege  of  voting  for  it  and  have  always  supported  its 
appropriations  and  have  always  resisted  the  budgetary  cuts,  be- 
cause the  reports  we  received  from  your  Office  have  been  most 
helpful. 

We  haven't  had  a  chance  to  evaluate  the  latest  one,  but  it  comes 
at  a  very  opportune  time  because  this  was  the  subject  matter  of  a 
letter  that  we  just  addressed  to  the  President  with  respect  to 
energy  standards,  building  standards. 

So  welcome  aboard  and  thank  you  very  much. 

STATEMENT  OF  DR  JOHN  H.  GIBBONS,  DIRECTOR.  OFFICE  OF 
TECHNOLOGY  ASSESSMENT,  ACCOMPANIED  BY  MARY  PROCTER 

Dr.  Gibbons.  Thank  you  very  much  for  inviting  us  to  be  with  you 
today.  I  am  pleased  to  have  with  me  the  director  of  the  study 
which  I  will  report  on  today,  Ms.  Mary  Procter,  who  very  ably  di- 
rected that  work. 

I  will  submit  my  statement  for  the  record  and  proceed  with  a 
more  summarized  version. 

We  are  releasing  today  a  major  report  called  "The  Energy  Effi- 
ciency of  Buildings  in  Cities*'.  This  is  the  big  fat  version  which  has 
all  the  details. 

There  are  also  summaries  available  for  you,  sir.  This  study  was 
originally  requested  by  the  House  Committee  on  Banking,  Finance 
and  Urban  Affairs. 

With  your  permission,  Mr.  Chairman,  I  will  submit  a  copy  of  the 
summary  of  this  study  to  accompany  my  testimony. 

Chairman  Gonzalez.  Without  objection,  so  ordered. 
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Dr.  Gebbons.  The  report  deals  with  r:arft<{or.^  nf  huildirttfji  v\\u\\\ 
together  use  about  half  of  all  the  enersfv  rhnr.  w^r  -.n^fsiimitH  ii\ 
huildinzs  in  I9S0. 

This  focjses  on  buildings  :hat  reside  in  cities  'V^mmiMv.uil  !\ui!f<. 
ings.  si'^tifamily  buildings,  buildings  ''jnr.upii^d  hv  'i.'v  i!\r./imn 
people  ind  singie-tamih/  homes  locarj*d  in  rhir  '.p-r.r.fni  wuikh 

The  nndings  ^f  rhe  report  -^an  be  ^ummar'/ed  :n  irJi  lynuWit  fiui 
firj:.  E  -wculd  !:ke  ':o  emphasize  that  the  r»p#"irt  ind  ^ui*  ^^niiy  V'w 
concerned  virh  :he  long-term  .ncreases  .n  ^^m^r!?*;  ►f'r-r.:m\i'.v  if  lui* 
buil.rT;s  it.3ck. 

Wr  id  ncr  consider  "rhe  "r/.insitor"/  type  *.:if:hAf'.k«t  'hui*  viti  tiiux 
xciT  5-.r  ^neriy  consumption  in  nuilrting:*.  Tn  riinnitiirnij  "3m  m* 
zr«gi-Te  inp  "hat  has  ^rji:ir^vi  n  lur  infiimiU.*^tJrt'jf;'.**a''**iS?"F> 
riHii.  .z  a  ixrrsme!^'  mnor^nt:  »)  linr, ni^uHh  "in*  '.-^ti  4;rtii<r  n 
r-erT7  -Htic:ency  vhicM  irr*  ne:ng  narte  '\-\m  ':ii>  'tninr  iiiKiri^f>v 
r~Jt3  :f  icnnnmic  T»r£*ssinn  mrt  *ner;:;{V  *.:u-^ilmi^rtii< 

jz  s  mpoTTanr  "o  T»aii;:e  liar  i^ir.vul  wifrrv/'^-inttriiwu:  lAsri^it  >>' 
itrw  :mliiings  !an  nake  m  *nnrmnii«  liift »r.>nrj»  n  :ii»  muMuit  \y 
^carrp  •=ifiuin»fi  o  mernte  i  iiiilffinj;^  ii  .in  'i\r  t  cnf)*' airi^Jv 
inn.,  ler  -nanife   n    h^  imniint    )r  •/in^rfrw.r.nn   vv*! 

}r<:w  -iie  T«!iit  A  haf  ine  ia«  t  :jth*t><tif.;fl!v  /wv^-rr'  ntwi  •.•»«#  «v 
tr.r:-:  lav  nr  he  iiiiirrin;;  inri  n  jrjAr.tti*  i  !*'ti;:  i;ri)f>#dfe  »/o«<*Mflir 
:;:ie  nsiH.  nr  -fXixmnir*.  )r  tfUU^  n:<\v\Hi^t\n  ii  i  i#«rv  iuii/firiop  n-i* 
:raes'  ti'  "he  -ai'.n^  h^r  mmfr  rr\m  i*«tfrtin'i(  -T/iifilirr  UT^rfin'tf  *»i/t 
ir.min^  ^ouin.-ner.r 

'i^ms  n  yrziB^   t*  r;: r. . rr. . u*    \\s^  iCtti    .'ixi t,   »>    I irtJtf   ,.  m i /! ; i ija;- 

oefjailr  irr.TPr    i-.-.r;ri.-.- j    :-    r.^v^    /<;/].  wt J ^i/; 

7vo-h:rfr;»  t  :-.  h>  ,.:. :.-f. .-,>;§  J;>rf  it/-  ^/i./.y.  /  .-J'  /.  -«*'  *♦  l.> 
"".irn    C    tT^s-    i*rr.  r*     -rr-    \irr,i^.r:x    /^rf-^-t      r    ..^^     ?*.•■;-     .. .»..-•««    .a     1.-*^ 

4ain=-r    «-*      -.jt^ct'i-.^ir .  i     -  j,r     >,^.t'   :     !.v...:f>-    M^^.^ri     *rr:  .*•     r 

n  i>r?-- 1  ^  n  /  niiht      -.'-.<•     iv-rif.*'       *">c     t»r-    .i*:.'.ui/.u.    hiini  nir'.::'.. 

-5m^*-»vt«a  -   i  ■■  \f      ,',%*/.*■      f     •'-< 

.".i*r-i,>l      iMl/ff»».-.*j;        rt      •.../   .i.ii#^'     -.i.f      •,*^,iu      :,K»firia«*'. •«■     **     t#vi#r-i 
".*y--  -  hMc-fv     -      »Jl      .-...'■: I   .  ■.**^-'  j/Ufitiuii; 
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All  of  these  owner  types  have  good  to  excellent  access  to  capital 
and  professional  property  management  services.  We  also  estimated 
that  moderate-  and  upper-income  owners  of  single-family  buildings 
and  owner  occupants  of  multifamily  buildings  and  commercial 
buildings  would  invest  in  their  buildings  to  a  similar  extent. 

My  third  point,  Mr.  Chairman,  which  begins  on  the  top  of  page  4, 
is  that  despite  all  of  the  activities  stimulated  by  the  market  or  by 
many  local  programs  which  are  independent  of  the  Federal  Gov- 
ernment, we  found  sizable  gaps  in  the  ability  of  the  market  itself  to 
stimulate  investment  in  energy  efficiency. 

The  combined  impact  of  the  gaps  in  market  stimulus  could  cause 
up  to  4  of  the  7  quads  of  potential  energy  savings  to  be  foregone  or 
lost  because  of  failure  to  make  investments  in  these  energy  effi- 
ciency opportunities. 

Buildings  are,  by  and  large,  owned  by  individuals  and  small  part- 
nerships. For  several  reasons,  such  owners  are  limiting  their  in- 
vestments in  energy  efficiency  to  those  which  can  be  financed  out 
of  1  or  2  or  perhaps  3  years  of  projected  energy  savings. 

The  most  important  of  these  reasons  is  lack  of  access  to  long- 
term  capital  at  reasonable  rates. 

Individuals  and  small  partnership  owners  generally  do  not  have 
good  access  to  capital.  Such  owners  only  have  access  to  loans  of 
short  terms  and  relatively  high  interest  rates. 

In  addition,  there  is  a  substantial  risk  for  owners  of  individual 
buildings  that  the  energy  savings  will  not  come  up  to  what  was 
predicted. 

What  data  exist  that  compare  actual  energy  savings  to  the  pre- 
dicted energy  savings  show  a  very  wide  range  of  results.  The  range 
runs  from  50  to  70  percent  more  savings  than  were  projected  to  M- 
to  70-percent  savings  below  what  was  predicted. 

That  presents,  of  course,  a  very  substantial  risk.  Now,  one  of  the 
reasons  for  such  poor  predictability  of  energy  savings  is  an  inad- 
equate data  base  on  the  outcome  of  actual  retrofits  to  particular 
types  of  buildings,  and  this  is  particularly  so  for  the  larger  build- 
ings. 

We  identified  several  other  categories  of  buildings  whose  owners 
are  unlikely,  given  the  present  incentives,  to  make  investments  in 
improving  the  energy  efficiency  of  their  buildings. 

These  include  owners  of  tenant-metered,  multifamily  buildings. 
The  same  seems  to  be  true  for  retail  buildings  with  net  or  pass- 
through  leases,  schools,  and  municipal  buildings,  low-income 
owners  of  houses,  owners  of  low-rent,  multifamily  buildings,  and  I 
go  into  a  further  description  of  those  owners  in  my  written  testimo- 
ny. 

I  don't  think  I  need  to  remind  the  subcommittee  that  the  market 
forces  have  adverse  effects  in  the  absence  of  investments  in  energy 
efficiency. 

Rising  prices  cause  building  owners  to  cut  back  energy  use.  Such 
cutbacks  appear  to  be  the  cause  of  a  large  share  of  the  increase  of 
heating  complaints  in  New  York  City,  for  instance,  from  225,000 
complaints  in  1978-79,  to  320,000  complaints  in  1980-81. 

As  for  means  to  address  these  problems,  OTA  found  few  private 
retrofit  businesses  that  are  able  to  assist  in  tapping  capital  re- 
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owners  that  we  identified  as  otfaerwise  anHkeiy  to  invest  in  their 
building's  eneigy  efficiency. 

We  asspflsfri  the  impact  of  these  programs  thnx^  interviews 
and  through  the  use  of  available  program  evaluations. 

Let  me  menti<Hi  the  Federal  programs,  firs^  low-inoome  weather- 
ization.  Tte  1981  weatherization  budget  was  only  about  a  toxth  as 
lai^  as  the  S1.8  billion  sp&it  for  low-incxnne  energy  assistanoe, 
that  is  for  purchasing  «ieigy. 

^  late  IdSl,  homes  were  being  weatheriaed  imder  the  program 
at  a' rate  of  about  30,000  homes  per  months. 

In  other  words.  Mr.  Chairman,  we  are  pajing  out  about  10  times 
more  to  help  people  get  more  dependent  on  suSiradized  eneigy  par- 
chases  than  we  are  in  helping  them  become  less  dependent  on 
energy  itsrff. 

We  believe,  Mr.  Chairman,  that  the  activity  of  the  weatheriza- 
tion program  could  be  doubled  over  several  years  to  about  60,000 
hcHnes  per  month,  a  rate  that  would  weatherize  over  a  decade  more 
than  about  half  of  the  estimated  12  million  poorly  weatherized  low- 
income  homes,  and  that  this  would  accrue  at  a  cost  of  no  more 
than  20  to  25  percent  of  the  annual  low-income  energy  assistance 
budget. 

We  also  would  like  to  emphasize  that  what  is  needed  is  long-last- 
ing retn^ts,  not  piecemeal  measures  such  as  taping  thin  plastic 
over  windows,  which  doesn*t  last  more  than  a  season. 

Tlie  second  program  is  the  housing  rehabilitation  programs,  as  I 
discuss  on  page  8  of  my  testimony. 

We  found  that  greater  flexibility  of  housing  rehabilitation  pro* 
grams  is  useful.  The  flexibility  is  useful  for  bringing  about  energy 
efficiency  improvements  when  energy  retrofit  must  be  accompa- 
nied by  basic  repairs  to  the  structures. 

We  found  housing  rehabilitation  very  helpful  where  mcgor  retro- 
fits should  be  made,  but  the  building  owner  needs  reassurance  that 
the  neighborhood  is  sound  enough  so  that  the  owner's  investment 
can  be  recaptured  when  the  property  is  sold. 

This  is  whv  most  cities  concentrate  rehab  housing  programs  in 
specific  neignborhoods,  so  the  property  owners  know  that  the 
others  are  also  investing. 

This  is  another  means  of  reducing  the  owner's  perceived  risk  in 
making  his  investment.  However,  if  nousing  rehab  pro-ams  are  to 
fulfill  their  promise  as  an  effective  means  of  increasmg  buildi 
energy  efficiency,  housing  officials  need  to  improve  their  techr ' 
knowledge  of  energy  efficiency  mechanisms. 
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From  the  case  studies  and  from  information  on  housing  rehab 
programs  in  other  cities,  we  concluded  that  the  biggest  gap  is  in 
housing  officials'  knowledge  of  heating  systems,  especially  in 
Northern  cities. 

My  testimony  beginning  on  page  9  contains  some  specific  aspects 
of  heating  systems  that  these  of^cials  should  be  keeping  in  mind. 

Finally,  in  terms  of  Federal  programs  on  page  10,  I  mentioned 
public  housing.  Authorities  in  Jersey  City  and  Buffalo,  two  of  the 
five  case  studies  we  looked  at,  have  made  significant  retrofits  in 
projects  using  housing  modernization  funds. 

However,  we  found  that  the  identification  of  energy  efficiency 
measures  was  somewhat  haphazard. 

It  wasn't  guided  by  a  systemmatic  or  thorough  energy  audit  pro- 
cedure. The  Ehrenkrantz  report  is  a  careful  analysis  of  all  the 
energy  efficiency  opportunities  possible  in  major  physical  types  of 
public  housing. 

The  fifth  of  my  six  points  is  that  there  are  several  choices  for 
further  Federal  involvement  in  stimulating  investments  in  energy 
efficiency. 

From  the  perspective  of  shaping  the  Federal  role  to  one  that 
complements  efforts  of  the  private  sector,  the  obvious  role  for  the 
Federal  Government  is  to  develop  an  economic  situation  and  policy 
that  will  make  it  possible  for  longer  term  financing  to  become 
available  at  lower  interest  rates. 

We  believe  this  step  can  do  as  much  as  any  other  single  thing  in 
accelerating  investment  in  greater  energy  efficiency.  In  view  of 
continued  national  need  for  increased  energy  efficiency,  Congress 
may  also  wish  to  consider  making  available  temporary  subsidies  for 
energy  efficiency  investment  loans. 

I  go  into  more  detail  on  that  in  the  testimony.  I  also  provide  sev- 
eral additional  specific  suggestions  relevant  to  H.R.  5731  in  my 
written  testimony  on  page  11  and  part  of  page  12. 

An  effective  low-cost  Federal  role  could  also  be  to  emphasize  pro- 
grams that  lower  the  perceived  risk  of  investing  in  retrofit.  One 
critical  need  is  for  carefully  designed  verification  of  auditing  tech- 
niques and  the  techniques  of  computerized  analysis  of  buildings  by 
comparing  the  theoretical  results  against  the  actual  results  that 
have  been  achieved  by  retrofit  programs. 

Since  public  housing  is  required  to  have  energy  audits  before 
comprehensive  modernization  is  implemented,  it  would  be  a 
straightforward  task  to  compare  energy  savings  predicted  by  audits 
with  actual  savings  after  a  retrofit,  and  that  information  in  turn 
could  be  helpful  to  similar  activities  that  would  follow. 

A  final  comment,  Mr.  Chairman,  continuity  in  Grovemment 
policy  toward  energy  efficiency  is  just  as  important  in  stimulating 
the  marketplace  as  it  is  for  any  other  aspect  of  Grovemment  eco- 
nomic policy. 

The  task  at  hand,  which  is  to  renovate  our  Nation's  stock  of 
buildings  so  that  they  are  matched  to  the  new  cost  of  energy,  is  im- 
mense, but  very  important. 

At  the  current  rate  of  change,  about  60  percent  of  the  buildings 
in  the  year  2000  are  already  standing. 
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Well  over  a  decade  of  hard  and  sustained  work  and  a  large 
amount  of  investment  is  required.  Continuity  of  policy  is  essentisd, 
especially  because  much  time  and  expertise  and  effort  is  required. 

It  is  important  to  set  sound  policies,  develop  sound  programs, 
and  then  give  them  sufficient  time  to  take  full  effect. 

Mr.  Chairman,  that  completes  my  summary.  Thank  you  for  invit- 
ing us  here  today. 

[Dr.  Gibbons'  prepared  statement  "Improving  the  Energy  Eflfi- 
ciency  of  Buildings  in  Cities"  and  the  referred-to  summary  report 
"Energy  Efficiency  of  Buildings  in  Cities"  follow:] 
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IMPROVING  THE  ENERGY  EFFICIENCY  OF  BUILDINGS  IN  CITIES 

Testimony  of  John  H.  Gibbons 

Director,  Office  of  Technology  Assessment 

Before  Subcommittee  on  Housing  and 

Community  Development 

House  Committee  on  Banking,  Finance 

and  Urban  Affairs 

Hearings  April  1,  1982 

on  H.R.  5731  Housing  Act  of  1982 


Thank  you  for  the  opportunity  to  testify  on  energy  efficiency  and 
buildings,  especially  housing,  at  this  hearing.  The  Office  of  Technology 
Assessment  Is  releasing  today  a  major  report.  The  Energy  Efficiency  of 
Buildings  In  Cities,  which  was  originally  requested  by  the  House  Committee  on 
Banking  Finance  and  Urban  Affairs.  I  am  here  to  present  the  report's  key 
findings.  With  your  permission  I  will  also  submit  a  copy  of  the  report's 
summary  for  the  record.  The  report  deals  with  categories  of  buildings  which 
together  used  about  half  of  all  energy  used  by  buildings  in  1980  —  commercial 
buildings,  multi-family  buildings,  buildings  occupied  by  low-income  people  and 
single-family  homes  located  in  central  cities.  Most  of  the  rest  of  building 
energy  in  the  U.S.  is  used  by  single-family  homes  outside  central  citie«« 
Prospects  for  energy  conservation  in  these  buildings  were  dealt  within  an 
earlier  OTA  report.  Residential  Energy  Conservation. 

The  findings  of  the  report  which  are  relevant  to  the  development  of 
housing  policies  and  programs  can  be  summarized  in  several  major  points* 
Before  proceeding,  I  would  like  to  emphasize  that  the  report  is  concerned  with 
long-term  increases  in  the  energy  efficiency  of  the  building  stock  not  with 
transitory  cutbacks  in  response  to  higher  energy  prices. 


Digitized  by  CjOOQIC 


2863 


1.  We  eatimate  the  major  part  of  an  estimated  potential  seven  Quads*  of 
annual  savings  from  increased  energy  efficiency  in  these  categories  of 
buildings  can  be  achieved  with  investments  with  a  simple  payback  in  seven 
years  or  less.  This  can  lead  to  a  significant  reduction  in  the  energy  costs 
of  most  types  of  buildings.  In  our  recent  assessment  we  analyzed  thirteen 
different  building  types  with  significantly  different  retrofit  options.  For 
each  of  them  there  are  a  large  number  of  effective,  proven  investments  which 
can  reduce  energy  use.   Details  can  be  found  in  the  report's  summary. 

There  are  many  reasons  why  it  is  in  the  national  interest  that  our 
response  to  higher  energy  prices  be  in  the  form  of  investment  in  increased 
energy  efficiency  rather  than  in  the  form  of  cutbacks  and  curtailments  in 
energy  use.  I  would  like  to  remind  you  of  these  reasons.  One  is  that  when 
energy  efficiency  improvements  are  embodied  in  the  building  stock,  they  will 
survive  several  building  owners  and  assure  a  long-term  level  of  energy  demand 
for  which  suppliers  of  energy  can  plan.  A  second  reason  is  that  increased 
energy  efficiency  instead  of  cutbacks  increases  our  resilience  to  further 
price  shocks  or  disruptions  when  cutbacks  become  necessary.  If  cutbacks  are 
our  chief  response  to  higher  prices  now,  then  we  have  played  our  last  card  and 
have  no  more  cards  to  play. 

2.  There  is  no  doubt  that  market  forces  are  bringing  about  a  significant 
fraction  of  the  savings  potential  in  buildings  which  we  identified.  We 
estimate  that  about  3  quads  per  year  of  the  estimated  7  quads  per  year  in 
savings  potential  will  result  from  Investments  in  greater  building  energy 
efficiency  in  response  to  higher  energy  prices. 


Seven  Quads  equals  3.5  million  barrels  of  oil  per  day  for  a  year. 
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From  Interviews  with  almost  one  hundred  owners  of  multi-faally  and 
commercial  buildings  we  concluded  that  certain  categories  of  owners  have 
already  or  definitely  will  retrofit  their  buildings.  These  owner  types 
include  institutional  owners  such  as  insurance  companies  or  pension  funds^ 
corporations  which  occupy  their  buildings  and  nationally  syndicated 
partnerships.  Owners  in  these  categories  that  we  interviewed  had  explicit 
policies  of  making  energy  efficiency  investments  and  set  explicit  payback 
criteria  ranging  up  to  three  to  seven  years.  Many  had  already  retrofit  their 
buildings.  All  of  these  owner  types  have  good  to  excellent  access  to  capital 
and  professional  property  management  advice.  All  have  a  long-term  investaent 
perspective  on  their  buildings.  As  the  head  of  a  national  syndicate's 
property  management  department  explained  to  us,  "The  sophisticated  investors 
we  deal  with  want  quality   In  their  product  not   just    [tax J   shelter." 

We  also  estimated  that  moderate  and  upper-income  owners  of  single-faally 
buildings  and  owner-occupants  of  multi-family  buildings  and  coaaerclel 
buildings  would  Invest  in  their  buildings   to  a  similar  extent. 

In  response  to  these  market  opportunities,  we  found  private  sector 
retrofit  companies  very  active  In  some  parts  of  the  country.  Such  companies 
primarily  serve  upper-Income  homeowners  and  businesses  who  have  good  access  to 
capital.  Utilities  in  some  regions  have  developed  active  building  retrofit 
programs,  on  their  o%m  or  in  response  to  state  directives,  as  an  alternetive 
to  further  construction  of  high-cost  powerplants.  Finally  cities  la  soas 
regions  have  launched  public-private  retrofit  programs  involving  banks » 
utilities  and   some  public  funding. 
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«i»aMe  9Kf*  **  g>g  ahtlXcy  •€  tfcg  — «>gc  t»  ari— larr  laiiif  ■■  1 
efficiency  Cas  eppoMd  c»  ttaxhrnx  oTiilweril,  Ike  caikLMBi  tuirr  «€  tke 
Sape  ia  aazkec  sdaOiM  c«aU  cMae  ay  Da  fam  QmAb  at  im  141  aaatas*  9»c 
ysx  (akaat  MK  af  tke  yar  ear  tall  Da  he  fun§^m  Iiimii  af  Call»e  Da  aaka 
laaeataears  la  eaezsy  cf  f  Idcacy. 

lalldlass  are  hy  aad  laxse  yia>i  hy  iailvl«Mla  ai^  aaall  pax^aexald^. 
For  several  ceaaoae  sack  a^iezs  ave  liaiLtlaB  aay  lavastaeata  ia  aaa<iy 
effldeacy  to  ckoae  «Uck  caa  he  flaaarai  aat  af  aae,  or  cna,  yaaia  of 
projected  eaersy  satrli^ca*  Iha  aoat  iapactaac  of  thaae  reaaoas  —  aai  aaa  that 
Is  all  too  faalllar  to  »ahi  rs  of  this  ooaalttae  —  la  lack  of  accaaa  to  leat 
teza  capital  at  xeaaoaahle  catea.  lailvldoala  aad  aaall  partaarshlp  oaaaca 
generally  do  aoc  have  good  access  to  capital.  Garrcatly,  sack  owatia  oaly 
have  acceas  to  loans  of  short  tanas  (leaa  tkaa  tao  years)  aad  kigk  lataraat 
rates  (two  points  ahove  priae).  Deht  aetvlca  oa  loans  for  any  retrofit  with  a 
payback  loader  tkaa  a  slagla  year  coald  cat  deeply  Into  a  bolldlnc's  cash 
flow.  Msny  building  owners  cannot  afford  debt  aervlce  that  Is  not  directly 
offset  by  energy  savings.  As  one  aultl-faally  balldlng  ouoar  la  Buffalo  told 
us,  "I  would  noraally  want  to  spend  $5,000  In  orrfer  to  save  $2000  [per  year] 
but  not  when  I  can't  afford   [debt]  service  oa  the  $5,000." 

In  addition  there  Is  a  substantial  risk  for  owners  of  Individual 
buildings  that  energy  savings  will  be  below  what  has  been  predicted.  What 
data  exists  coaparlng  actual  energy  savings  to  predicted  savings  shows  a  rasfa 
of  results  froa  savings  that  are  50Z-70Z  above  predicted  to  S0Z-70X  balow 
predicted.     There  Is  therefore  a  substantial  risk  that  a  retrofit  predicted  to 
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have  a  three  year  payback  could  end  up  with  a  six  year  payback  Instead.  Under 
such  conditions  energy  savings  will  not  nearly  offset  debt  service  costs  at 
current  Interest  rates.  One  of  the  reasons  for  such  poor  predictability  of 
energy  savings  Is  inadequate  data  on  the  outcome  of  actual  retrofits  to 
particular  types  of  buildings,  especially  data  that  take  Into  account  such 
Important  Influences  on  energy  savings  as  climate  variations  from  year  to 
year,  occupant  changes,  occupant  behavior  and  the  effect  of  previous 
retrofits. 

We  Identified  several  other  categories  of  buildings  whose  owners  are 
unlikely,  given  present  Incentives,  to  make  Investments  In  improving  their 
energy  efficiency.  Owners  of  tenant -metered  multi-family  buildings  have 
little  Incentive  to  make  their  buildings  more  energy  efficient.  There  is 
little  evidence  that  an  energy  efficient  building  can  charge  higher  rents  for 
space  that  Is  similar  in  amenities  to  other  less  energy  efficiency  space.  The 
same  seems  to  be  true  for  retail  buildings  with  net  or  pass-through  leases  in 
which  the  tenants  pay  for  maintenance  and  utilities.  Only  in  fairly  soft 
markets  for  office  buildings  did  building  owners  tell  OTA  that  they  would 
expect  tenants  soon  to  start  looking  at  the  escalator  clauses  and  the  typical 
utility  costs  of  the  building  as  well  as  the  quoted  rent. 

Schools  and  municipal  buildings  are  another  category  of  buildings  lAere 
energy  investments  are  likely  to  be  made  slowly  or  not  at  all.  School  boards 
and  municipal  governments  share  with  corporations  and  Insurance  companies  the 
characteristic  that  they  have  annual  planning  and  budget  cycles  and 
professional  property  management.  Unlike  the  corporate  or  large  institutional 
owner,  on  the  other  hand,  government  owners  of  buildings  have  severe 
constraints  on  substituting  capital  for  operating  expenses  due  to  severe 
pressures  on  annual  budgets  (especially  in  times  of  subtantial  inflation).  In 
addition,  there  are  many  limits  on  bond  market  access  and  use. 
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Low  lacoae  oHners  of  teases  teve  -wery  iri  iw^  immmlmtm  tm  cac  teck  •■ 
energy  use  bat  few  aeaoe  to  make  effective  eaex^y  liwiri  iiri,  Wram  aa 
aoalysis  of  costs  sod  expense  for  seversi  prgtutj^lcsl  MKltl-f ayf T ▼  biill^ia«s 
ve  coacluded  that  owners  of  low  rent  aulrl-fasllj  bcil^lac*  «sl^  ^eacflt  aost 
froB  energy  retrofit  because  energy  is  snct  a  big  fractis«  sf  tiialr  co*t- 
Ouoers  of  such  buildings,  hswe-ver.  find  it  especially  barf  z&  sbcaia  capital 
to  invest.  Furthermore,  sut^  owners  ofxec  fear  rbact  rsey  arlll  be  vaable  to 
recoTer  the  cost  of  the  retrofit  Wbex  selling  the  building  if  it  is  located  ia 
a  aargioal  neighborhood  vith  uncertain  bousing  values « 

I  would  like  to  reaind  the  subuoa«itt;ee  t^^t  mB.TkjtZ  f«^c«s  !ba«s  cffecta 
in  the  absence  of  investments  in  energy  efficiency-  £isl^  prices  caasa 
building  owners  to  cut  back  energy  use.  Such  cutbacks  appear  t.^  be  td»e  cawse 
of  a  large  share  of  the  increase  in  beating  coaplaints  ic  ttev  T^^rt:  City  fraa 
225, COO  ia  1978-79  to  320,000  in  1980-81.  Ic  one  of  its  t^s*  €l.v^les  OTA 
fouad  that  city  officials  %»crc  very  concerned  about  landl-or^s'  isatk^lizy  ta 
pay  rising  energy  costs.  A  housing  official  in  Jersey  City  ejc^lsiaaeii,  *?!>* 
saaller  landlords  are  veil  in  OTer  their  beads  already  and  dc  xi-ge  k::tot0  it*f9v  u* 
cope.  They  sell  out  to  the  large  absentee  owners  lAo  cut  aerrlccs  and  tJue 
good  teriasts  aove  out."  Owners  of  aolti-faaily  buildings  also  respc/nd,  lAiera 
it  is  technically  and  financially  possible,  by  installing  tenaat-ae taring. 
This  is  a  capital  inrestaent  the  primary  iapact  of  wbicb  is  to  eacooragc 
tenants  to  curtail  energy  use.  Tenant -metering  ellalnates  any  Incentive  for 
the   la:^lord    to   increase   the  energy  efficiency  of   the  bulldlsg. 

As  for  means  to  address  these  problems,  we  fottfld  few  private  retrofit 
busir^sses  able  to  assist  in  tapping  capital  resources  for  building  owners 
without    their    own    access     to    capital.        «e    fovad    only    one    company    that    Is 
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putting     up     the     capital     itself.         We     found     opportunities     but     few    actual 
committments  for  third-party  financing  of  energy  efficiency  investments. 

We  also  found  that  many  private  utilities  are  constrained  by  their 
particular  financial  circumstances  or  by  state  regulatory  practices  fro« 
launching  anything  but  small-scale  audit  programs  to  Improve  customer 
relations.  We  found  from  our  interviews  in  five  case  study  cities  and  other 
sources  that  cities  In  many  regions  find  it  difficult  to  free  up  financial  and 
managerial  resources  for  energy  retrofit  programs  when  so  many  other  problems 
compete  for  the  attention  of   city  officials. 

A.  The  Federal  government  housing  programs  have  already  had  an  impact  on 
some  of  the  kind  of  building  owners  we  identified  as  unlikely  to  invest  in 
their  building *s  energy  efficiency.  We  assessed  the  impact  of  these  programs 
through  interviews  in  five  case  study  cities  and  through  use  of  available 
program  evaluations.  In  general  programs  required  some  improved  management 
but  were  structured  to  have  beneficial  effects.  Let  me  mention  these  programs 
briefly. 

Low-income  weatherlzation.  The  1981  weatherization  budget  was  only  about 
one-tenth  as  big  as  the  $1.8  billion  spent  for  low  income  energy  assistance. 
By  late  1981,  homes  were  being  weatherized  under  the  program  at  a  rate  of 
30,000  per  month.  The  program  had  improved  its  workmanship  and  quality 
control  and  had  begun  to  reach  more  rental  properties.  It  was  veil 
administered  In  some  states.  We  believe  that  the  activity  of  the  program 
could  be  doubled  over  several  years  to  60,000  homes  per  month,  a  rate  that 
would  weatherlze  over  a  decade  more  than  half  of  the  estimated  12  million 
poorly  weatherized  low-income  homes  at  a  cost  no  more  than  20Z-25Z  of  the 
annual    low    Income    assistance    biidget.       We    would    also    like    to    emphasize    that 
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what  Is  needed  here  Is 

measures  such  as  plastic  storp  windows  t    last  no  nore  than  a  season* 

Housing  Rehabilitation  Programs.   We  found  that  greater  flexibility 
housing  rehabilitation  programs  Is  useful  for  bringing  about  energy 
improvements  in  two  kinds  of  situations.   One  is  when  energy  r      t 
accompanied  by  basic  repairs.   Half  of  the  approximately  five  million 
units  defined  as  most  energy-inefficient  in  a  recent  HUD  i 
classified  as  structurally  Inadequate  (lAilch  means  that  they  hi 
of  a  long  list  of  major  defects).   We  encountered  this  sitt      : 
case-study  cities  —  in  Buffalo  where  142,000  out  of  166,000  1 
were  built  before  1939,  and  in  San  Antonio  where  27Z  of  the  hous:    In 
city  is  defined  as  substandard  according  to  city  rehabilitation  officials. 

A  second  situation  is  where  major  retrofits  should  be  made  but  the 
building  owner  needs  reassurance  that  the  neighborhood  Is  sound  enough  that 
the  owners 's  investment  will  be  recaptured  when  the  property  is  sold*  Most 
cities  concentrate  housing  rehabilitation  programs  in  specific  neighborhoods 
so  that  property  owners  know  that  others  are  investing.  Cities  often  upgrade 
such  neighborhood  amenities  as  sidewalks  at  the  same  time.  This  is  another 
way  to  reduce  the  owner's  perceived  risk  of  retrofit. 

In  some  cities  such  as  Boston  and  Pittsburgh  housing  rehabilitation  funds 
from  Community  Development  Block  Grants  (CDBG)  are  being  used  for  fairly 
large-scale  energy  retrofit,  affecting  hundreds  of  building  owners  each 
year.  In  other  cities,  energy  retrofit  measures  are  Included  In  general 
building  rehabilitation  packages. 
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However,  if  housing  rehabilitation  programs  are  to  fulfill  their  proalss 
as  an  effective  means  of  increasing  building  energy  efficiency,  housing 
officials  need  to  Improve  their  technical  knowledge  of  energy  efficiency 
improvements.  From     the     case     studies     and     from     information     on     housing 

rehabilitation  programs  in  other  cities  we  concluded  that  the  biggest  gap  is 
in  housing  officials'  knowledge  of  heating  systems  especially  in  Northern 
cities.  Specifically,  housing  officials  should  incorporate  the  following  Into 
their  rehabilitation  programs: 

a.  A  20-30Z  increase  in  the  efficiency  of  a  heating  system  can  have  as 
powerful  effect  on  the  energy  costs  for  a  household  as  a  20-30  Z  reduction 
in  heat  loss  due   to  wall  or  attic  insulation  or  storm  windows. 

b.  Hot-air  furnaces  and  steam  or  water  boilers  should  be  individually 
tested  for  their  efficiency  of  operation.  The  efficiency  of  many  furnaces 
and  boilers  can  be  greatly  increased  through  inexpensive  or  moderately 
costly  means  that  fall  far  short  of  replacing  the  entire  heating  system. 
These  means  range  from  simple  adjustments  to  heating  system  controls  to 
replacing   the  burner. 

c.  Heating  systems  are  often  oversized  for  the  heating  load  they  must 
meet  and  therefore  remain  off  for  long  periods  in  order  to  avoid 
overheating  the  living  space.  This  reduces  the  efficiency  of  the  heating 
system,  which  is  usually  highest  in  more  continuous  operation.  This  comaon 
problem  is  exacerbated  when  improved  insulation  reduces  a  building's 
heating  load  still  further.  A  properly  sized  heating  system  can  often  be 
significantly  smaller  than  standard  practice  for  that  building  type.  This 
saves  money  both  on  energy  (because  efficiency  is  maximised)  and  on  the 
cost  of   the  heating  system  itself. 
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Through  technical  assistance  to  housing  prograas  and  continued  aonltorlng 
of  the  best  energy  efficiency  practices,  the  Federal  government  should  Insure 
that  housing  rehabilitation  Incorporates  the  latest  and  best  In  energy 
efficiency  techniques. 

Public  Housing.  Public  housing  authorities  In  Jersey  City  and  Buffalo  of 
the  five  case  study  cities,  had  made  significant  retrofits  In  sone  projects 
using  modernization  funds.  As  with  housing  rehabilitation  programs,  however, 
we  found  that  the  Identification  of  energy  efficiency  measures  was  somewhat 
haphazard  and  not  guided  by  a  systematic  and  thorough  energy  audit 
procedure.  The  published  (In  March  1980)  but  not  yet  distributed  Ehrenkrantz 
report  is  a  careful  analysis  of  all  the  energy  efficiency  opportunities 
possible  In  the  major  physical  types  of  public  housing.  It  gives  a  clear 
blueprint  for  proceeding.  Making  available  adequate  modernization  funds  for 
energy  retrofit  helps  alleviate  the  Income -expense  squeeze  which  Is  as  severe 
In  public  housing  as  In  private  low-Income  housing. 

5.  There  are  several  choices  for  further  Federal  Involvement  In 
stimulating  investment  In  energy  efficiency.  From  the  perspective  of  limiting 
the  Federal  role  to  one  that  complements  efforts  In  the  private  sector,  the 
obvious  role  for  the  Federal  government  Is  to  develop  an  economic  policy  that 
will  make  It  possible  for  longer-term  financing  to  become  available  at  lower 
interest  rates.  We  believe  this  step  can  do  as  much  as  any  other  thing  In 
accelerating  Investment  In  greater  energy  efficiency. 


An  Evaluation  of  the  Physical  Condition  of  the  Public  Housing  Stock. 
H-2850^  March  1980,  by  Perkins  and  Will  and  The  Ehrenkrantz  Group  for  the 
Department  of  Housing  and  Urban  Development.  Also  Energy  Conservation 
Handbook,  October  1980. 
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In  view  of  continued  national  need  for  Increased  energy  efficiency. 
Congress  may  also  wish  to  consider  making  available  temporary  subsidies  for 
energy  efficiency  Investment  loans,  through  mechanisms  such  as  the  Solar  and 
Conservation  Bank,  until  interest  rates  come  back  down  to  some  specified 
level.  Lengthening  the  term  of  available  loans  (through  loan  guarantees, 
creation  of  secondary  markets  or  other  means)  can  be  as  important  Chan 
lowering  the  Interest  rate.  It  would  also  be  useful  to  make  long-term 
property  Improvement  loans  (which  can  be  used  for  energy  retrofit)  available 
through  CDBG.  HUD's  pilot  program  in  25  cities  to  use  CDBG  for  multi-family 
property   Improvement   loans   is  a  step  in  the   right  direction. 

In  the  legislation  you  have  before  you,  Congress  might  consider  making 
explicit  reference  to  energy  efficiency  Improvements  as  part  of  the  proposed 
$1.3  billion  program  for  multi-family  production  and  rehabilitation.  The 
least  cost  criteria  for  project  selection  in  Section  314  (5),  for  example, 
could  be  modified  to  Include  reasonable  projections  of  future  utility  costs 
for  the  building  so  that  the  Federal  government  does  not  encourage  the 
production  of  "least-cost"  housing  with  "most-cost"  operating  expenses  due  to 
energy     inefficiency.  Suitable     language     has     been     used     in     the     existing 

regulations    for   both   the    Section   312   rehabilitation  programs   and   in   Section  8 
housing  programs  and  could   be  adapted   for  this  purpose. 

In  authorizing  $1.7  billion  for  public  housing  modernization.  Congress 
may  wish  to  assure  that  the  responsibility  is  taken  seriously  to  substantially 
upgrade  the  energy  efficiency  of  public  housing,  for  example  by  making  maximtua 
use  of  existing  technical  analyses  of  retrofit  techniques  for  public  housing 
and  of  the  requirement  for  an  energy  audit  as  part  of  a  comprehensive 
modernization   plan.      Public   Housing   Authorities   could    be   given   incentives    to 
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recaia  part  sr  all  sf  zsk  saTls^s  Ix  eae::s5  casts,  pez^:;aps  ia  tbe  fdx«  of  a 
reserve  far  f^rticr  easrgj  c-r=»en!»tici  fz^rreaerts. 

Coagress  aigit  alsz  cocssifer  exylititly  peraitti^g  sooe  «se  of  tbe  $770 
mil  Hoc  desi^sated  fzr  Settlor  III  tlicrly  «:»£  barriicjrped  bocsi:;^  l^a*.  *«r 
eaergT  cf ficietcy  =?sraii^  sf  btildi=«$  ori^iaally  fiaaac«£  ta  tM$  way.  At 
an  latcresi  rate  zf  5  I/*  per^eat,  iiary  energy  retrofits  will  pay  their  way 
with  savirLgs   ir  eaergy  cDst. 

In  these  tines  of  boigetary  ca&stralst.  aa  effective  Federal  rale  coold 
also  eaphasize  programs  tc  iDwer  the  perceived  risk  of  retrofit.  One  seed  Is 
for  careful ly^esigtiec  rerlficatioc  of  acdiri:^  techniques  aad  of  techaiqiaes 
of  cooputerized  analysis  zf  huildl-gs  by  ccsparing  theoretical  results  against 
actual  results  cf  retrofits  i:i  huildiags.  Several  housing  programs  lend 
theaselves     nicely      to      this.  The      laost      obvious      is      the     public     housing 

modernization  prograa.  Since  public  housing  is  required  to  have  energy  audits 
before  coapreheasive  nodemizatioa  is  iaplenented,  it  would  be  a 
straightforward  task  to  coapare  energy  savings  predicted  by  audits  with  actual 
savings  after  a  retrofit.  These  results  could  be  coapared  for  a  particular 
type  of  aultl-famlly  building,  such  as  masonry  rowhouses  with  gas  space 
heaters.  Documentation  of  actual  retrofits  could  also  be  built  into  somft 
Coonunity  Development  Block  Grant  rehab  programs,  especially  those  focussing 
primarily  on  energy  retrofit. 

6.  I  have  one  final  coaaent.  Continuity  in  governnent  policy  towards 
energy  conservation  is  just  as  important  in  stimulating  the  free  market  as  it 
is  for  any  other  aspect  of  governaent  economic  policy.  As  has  been  said  many 
times  consistency  of  policies  and  programs  is  at  least  as  important  as  the 
specific   content   of    the  policies   theaselves.      Rapid  changes   in  energy  programs 
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may  be  necessary  to  accommodate  changes  In  political  context  but  their  cost 
should  be  well  understood.  Business  make  Investments  looking  seversl  yssrs 
ahead.  Businesses     and     governments     staff,      train,     and     manage     bssed     OQ 

accumulated  experience  from  successes  as  well  as  problems*  Since  the 
weathcrlzatlon  program  Is  addressed  In  the  proposed  legislation,  we  would  Ilka 
to  express  our  concern  that  another  shift  from  DOE  back  to  HHS  aay  btt 
unfortunate.  In  our  Interviews  In  the  five  case  study  cities  we  were  Cold  of 
the  confusion  caused  by  the  last  shift  of  weatherlzatlon  —  from  CSA  to  DOB  — 
In  training,  technical  assistance  and  even  the  mechanics  of  contracting  and 
accounting.  To  cycle  the  responsibility  again  will  surely  undemlna  Cha 
program's  effectiveness. 

The  task  at  hand  —  to  renovate  our  nation's  stock  of  buildings,  so  that 
they  are  matched  to  the  new  cost  of  energy,  is  Immense  but  very  Important*  At 
the  current  rate  of  change,  about  sixty  percent  of  the  buildings  In  tha  yaar 
2000  are  already  In  existence.  We  must  take  care  that  these  buildings  Still 
serve  us.  Well  over  a  decade  of  hard  sustained  work  and  a  large  aaoont  of 
Investment  Is  required.  Continuity  of  policy  Is  essential  especially  bacauaa 
much  time,  expertise  and  effort  Is  required.  It  Is  Important  to  aat  aound 
policies  and  develop  sound  programs  and  then  give  them  sufficient  tlna  to  take 
full  effect. 
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Foreword 


This  summary  presents  the  major  findings  of  an  assessment  requested 
by  the  House  Committee  on  Banking,  Finance,  and  Urban  Affairs  for  an 
evaluation  of  the  impact  on  buildings  found  in  cities,  of  energy  price  in- 
creases, and  of  Federal  policies  to  encourage  energy  efficiency  and  the 
use  of  renewable  energy  In  buildings.  By  focusing  on  multifamily  and 
commercial  buildings  the  report  complements  an  earlier  OTA  study.  Resi- 
dential Energy  Conservation,  which  analyzed  the  potential  for  improved 
energy  efficiency  of  single-family  houses. 

In  the  assessment,  OTA  examines  the  potential  for  increased  energy 
efficiency  in  buildings  found  in  cities  from  two  perspectives:  that  of  the 
energy  expert  who  assesses  technical  opportunities  for  improved  energy 
efficiency,  and  that  of  the  real  estate  expert  who  evaluates  the  financial 
attractiveness  of  real  estate  investment  opportunities.  OTA  categorizes 
existing  buildings  according  to  their  technical  retrofit  potential  and  also 
groups  building  owners  according  to  the  likelihood  that  they  will  invest  in 
retrofits.  The  report  assesses  the  prospects  for  large-scale  stimulus  of 
building  retrofit  by  private  businesses,  public  utilities,  and  city  and  State 
governments.  Several  options  for  Federal  policies  towards  building  retro- 
fit are  provided.  The  study  also  includes  an  analysis  of  the  technical  and 
economic  feasibility  of  district  heating  in  cities. 

We  are  grateful  for  the  assistance  of  the  project  advisory  panel,  as  well 
as  for  the  background  work  done  by  several  contractors  and  the  advice  of 
numerous  reviewers  in  State  and  local  governments,  universities,  public 
interest  groups,  and  business.  It  should  be  understood,  however,  that 
OTA  assumes  full  responsibility  for  this  report  which  does  not  necessarily 
represent  the  views  of  individual  members  of  the  advisory  panel. 
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Energy  Efficiency  of 
Buildings  in  Cities 

SUMMARY  OF  FINDINGS 
Overview 

This  study  is  concerned  with  the  prospects  for  and  barriers  to  increased 
energy  efficiency  in  the  building  stock  of  the  Nation's  cities.  From  the 
perspective  of  the  energy  specialist,  the  report  assesses  the  specific 
capital  investnnents  that  nnight  be  nnade  to  make  existing  buildings  more 
energy  efficient.  Then  from  the  perspective  of  the  real  estate  specialist, 
the  report  identifies  which  of  these  investments  in  energy  efficiency  are 
likely  to  take  place  and  which  are  not,  and  why. 

Overall,  OTA  estimates  that  about  7  Quads*  per  year  of  energy  savings 
is  technically  possible  by  2000,  through  feasible**  investments  in  the  im- 
proved energy  efficiency  of  building  types  covered  in  this  report  (see 
table  1).  Nearly  3  Quads  of  these  potential  energy  savings  are  likely  to 
come  about  because  of  investments  in  energy  efficiency  made  by 
building  owners  who  have  personal  or  business  reasons  to  invest  mor^ey 
in  improved  energy  efficiency  of  their  buildings. 

The  other  4  Quads  of  potential  energy  savings,  on  the  other  hand, 
may  not  occur  because  building  owners  fail  to  make  investments  in  the 
energy  efficiency  of  their  buildings.  Part  of  the  failure  to  retrofit  is  due  to 
the  difficulty  and  costliness  of  improvements  in  energy  efficiency  to  some 
building  types.  Part  of  the  failure  is  due  to  building  owners'  stringent  re- 
quirements for  return  on  investments  in  energy  efficiency.  The  diversity 
of  buildings  and  owners  and  their  implications  for  national  energy  use  is 
described  below. 


•A  Quad  equals  a  quadrillion  Btu  of  energy,  a  very  large  unit  o(  energy.  It  is  equivaient  to  about  500,000 
barrels  of  oil  per  day  for  a  year,  or  about  50  million  tons  of  coal,  or  the  output  ci  18  1,000-MW  power- 
plants  at  average  utilization.  Seven  Quads  is  equivalent  to  the  energy  o(  more  than  twcMhifdsoltheoil  the 
United  States  imported  in  1981. 

••Feasible  investments  are  defined  as  those  which  in  1981  are  technically  feasible  and  which  would  be 
cost  effective  over  a  20-year  lifetime,  assuming  no  real  increases  in  energy  prices  and  a  3-peffOC«tf  pmI 
return  on  investment. 
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BUILDING  BY  BUILDING 
RETROFIT  POTENTIAL 

Technical  Description 

The  national  potential  (estimated  in  table  1)  for  increased  energy  effi- 
ciency of  the  building  stock  is  the  result  of  physical  changes  to  improve 
the  energy  efficiency  of  millions  of  buildings.  For  convenierxre,  these 
physical  changes  are  referred  to  as  energy  retrofits  in  this  report.  While 
recognizing  that  each  building  is  to  some  extent  a  unique  problem,  OTA 
did  identify  the  major  characteristics  of  buildings  which  influence  the 
types  of  energy  retrofits  that  are  likely  to  be  most  effiective.  These  are: 

•  Size.— Energy  retrofits  which  improve  the  energy  efficierKy  of  the 
buikling  envebpe  (walls,  windows,  and  rooO  are  more  important  for 
small  buikJings  than  for  large  buikJings.  On  the  other  harnl,  certain 
kinds  of  retrofits  which  bring  about  similar  savings  in  small  tMjiMings 
and  large  buildings  will  cost  relatively  less  per  unit  of  energy  saved  in 
large  buildings  because  of  economies  of  scale. 

•  Wall  and  roof  type.— Masonry  or  curtain  walls  and  flat  roofs  without 
attks  or  with  very  small  crawl  spaces  are  much  more  difficult  to  in- 
sulate than  are  wood  frame  walls  and  roofs  with  attkrs  arnl  ample 
crawl  spaces. 

•  Mechanical  system  (HVAQ  type.— Physical  changes  to  the  way 
space  heating  or  cooling  is  produced  and  circulated  can  provkle  sig- 
nificant increases  in  buikling  efficierKy  but  vary  with  the  type  of 
heating  ventilatk>n  and  air  conditk>ning  (HVAQ  system  used  by  the 
buikiing. 

Table  I.^The  Gap  Between  Likely  Energy  Savinge  Through  Retrofit  and 

TedvUcally  Feasible  Savings  by  the  Year  2000:  Bulking  Types  Covered 

in  This  Report  (quadrillion  Btus  of  primary  aneigy) 

Qtp:  tMlMiioti 


savinQS  Utoly  potontW 

us>«        pofntial^  8«ving»c  notr>rt>Md 

Muftifamtly  buildings  (^1) 2.4               1.0  a3  a7 

Commercial  kNiildinQS(^0 6.3               3.5  1.3  U 

Lxm  income  single  tenlly  (all) 1.6              Oil  0.2  OjS 

Modecate  and  upper  income 

single-family  homes  in  cKies 3.5 1^6 09 gp 

Total  buildings  covered  in  this 

13^               7.1  2.7  4.4 


*Projecl«d  anergy  uM  m  2000  MSumM  iw  ledueiion  fiwi  eyfiam  •rwgy  UM  by  tt 

on«>ato<«MunHHion«,mM<f»d»»crib<dinth>«pp>ndlKtocti.2,abOMtdswwllUonofeirt«ti^ 

con»tniCtk)n  of  ngwbuildmg»n<edinQ  retrofit  A  qiiadrMHonatM^qu^ 

per  day  for  a  yaar. 
''The  tactical  saihngt  potamiai  is  dafinad  as  that  raaultlno  fraiii  an  relramt  to  tliMa  M 

o«  I9ri .  m  technk:aihr  feaaitrie  and  vMch  erould  tM  cost  arisctlva  over  a  ao^aar  Hlat^ 

creasos  in  enafgy  pricai  and  a  ^parcant  real  ratum  on  hwastmsnt. 

Hikaiy  savinos  are  thoae  which  are  Ifkahr  to  coma  about  from  liwasttmnu  by  buUdkiQ  ownars  under  ounsat 
~       t  of  awailahiMty  of  <  


SOURCE:  Offica  of  Tadmotogy 
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•  Building  use.— Most  commercial  buildings  are  used  from  9  to  5  on 
weekdays  (offices)  or  9  to  9  daily  (shopping  centers)  and  are  unoccu- 
pied outside  these  hours.  This  provides  opportunities  for  improved 
energy  efficiency  by  careful  control  of  temperature  and  lighting  be- 
tween operating  and  nonoperating  hours.  Opportunities  also  exist 
for  more  efficient  and  task-specific  lighting  in  commercial  buildings. 
Finally,  retrofits  to  the  hot  water  system  of  multifamily  buildings  can 
usually  save  considerable  energy. 

Capital  Costs 

OTA  reduced  43  potential  combinations  of  the  four  building  character- 
istics described  above  to  1 3  building  types  for  which  the  lists  of  appropri- 
ate retrofit  options  are  distinct  (although  there  may  be  considerable 
overlap  among  them).  The  13  building  types  are  shown  in  table  2.  OTA 
identified  no  major  category  of  building  typically  found  in  cities  for 
which  substantial  savings  were  not  available  from  retrofits  of  low  or 
moderate  capital  cost  compared  to  savings. 

For  some  of  the  building  types,  a  major  part  of  the  potential  savings 
are  likely  to  come  from  retrofits  of  low  capital  cost  compared  to  savings 
(see  table  3)  in  the  sense  that  they  will  pay  for  themselves  in  energy  sav- 
ings in  2  years  or  less  and  will  earn  real  rates  of  return  over  the  life  cyf 
the  retrofit  (20  years  on  average)  of  more  than  50  percent  per  year 

Table  2.— Thirteen  Types  of  Buildings  With  SIgnlflcanlly 
Different  Retrofit  Options 


Moraanergy 
savings  from 


Building  type  and 
wall  type 


Mechanical 
system  type 


Low  Moderata 

capital  capital 

ooat'  coat* 

retrofit  ratiofit 

package*  packaga* 


Small  house  with  frame 
walls  (single  family  or  2-4  units) 
Same 
Same 
Small  rowhouse  with  masonry 
wails  (single  family  or  2-4  units) 
Same 
Same 
Moderate  or  large  multifamily 
building  (masonry  or  clad  walls) 
Same 
Same 
Moderate  or  large  commercial 
building  (masonry  or  clad  walls) 
Same 
Same 
Same 


Central  air  system 
Central  water  system^ 
Decentralized  system 

Central  air  system 
Central  water  system 
Decentralized  system 

Central  air  system 
Central  water  system 
Decentralized  system 

Central  air  system 
Central  water  system 
Complex  reheat  system 
Decentralized  system 


X 
X 


X 
X 


X 
X 
X 


X 
X 


•see  table  3  for  a  definition. 

^TA's  assumption  Is  that  this  building  type  has  a  central  water  system  i 

SOURCE:  Office  of  Technology  Assessment. 
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Table  3.^Three  Ways  to  Express  the  Relative  Cost  Effectiveness 
of  Energy  Retrofits 

Annual  real 
return  on 
Relative                    Simple  payt>ack''                        investment^ 
capital  cost* (in  years) (percent) 

Low  capital  co8t<i Less  than  2  years  More  than  50%  per  year 

Moderate  capital  cost<i 2  to  7  years  13  to  50%  per  year 

High  capital  co8t« 7  to  15  years  3  to  13%  per  year 

Cost  of  retrofit  exceeds 

savings* More  than  15  years Lass  than  3%  per  year 


■See  ch.  3  for  a  full  definition.  Low  capital  ooet  is  defined  m  leas  ttian  $14i»  per  annual  million  Blu  i 
Moderate  capital  cost  Is  defined  as  $14i»  to  $48.00  per  annual  million  Blu  sawed.  High  capital  coat  la  defined 
as  $49.00  to  $105.00  per  miUlon  Btu  sawed.  In  all  OTA's  calculations  in  ch.  3,  aU  electricity  savlnga  am 
muitipiied  by  2.46  to  reflect  the  higher  coet  of  electricity. 

^  Annual  real  discount  rate  that  equates  costs  and  savings  over  a  20'year  measure  lifetime.  This  aaaumea  that 
fuel  savings  escalate  at  the  same  rate  as  inflation. 

c  Number  of  years  for  value  of  first  year's  energy  savings  to  equal  retrofit  costs.  Assumes  value  of  energy  sav- 
ings is  $7.00  per  million  Btu  (approximately  equal  to  the  average  price  of  distillate  fuel  di  In  10SD). 

<kk>mpared  to  savings. 

*Not  cost  effective. 

SOURCE:  Office  of  Technology  Assessment. 

assuming  no  increase  in  the  real  cost  of  energy.  These  building  types  in- 
clude all  small  frame  houses,  moderate  or  large  multifamily  buildings 
with  central  air  or  water  mechanical  systems,  and  all  commercial  build- 
ings except  the  usually  older  commercial  buildings  with  water  or  steam 
heating  systems  and  window  air-conditioners.  Clearly  the  problem  of 
financing  retrofits  for  these  buildings  should  be  minimized  by  the  fast 
payback  (and  high  return)  of  their  retrofit  options.  Some  of  these  fast  pay- 
back retrofit  options  include  wall  insulation  in  frame  buildings,  econo- 
mizer cycles  which  make  greater  use  of  outside  air  for  air-conditioning  in 
commercial  buildings  and  hot  water  flow  restrictors  in  multifamily  build- 
ings. 

For  all  of  the  remaining  building  types,  on  the  other  hand,  substantial 
savings  are  more  likely  to  come  from  retrofit  options  of  moderate  capi- 
tal cost  compared  to  savings,  which  will  payback  in  2  to  7  years  and 
whose  real  rate  of  return  can  range  from  as  high  as  50  percent  to  as  low 
as  13  percent  per  year  over  a  20-year  retrofit  life  (also  see  table  3).  These 
building  types  include  all  small  masonry  rowhouses,  moderate  or  large 
multifamily  buildings  with  decentralized  heating  and  cooling  systems, 
and  older  commercial  buildings  with  water  or  steam  systems  and  window 
air-conditioners.  For  owners  of  such  buildings  there  may  be  significant 
problems  of  financing  substantial  energy  retrofits.  Some  examples  of  ef- 
fective retrofits  with  moderate  capital  cost  include:  roof  insulation  and 
storm  windows  for  masonry  rowhouses,  hot  water  heat  pumps  for  multi- 
family  buildings  with  decentralized  systems,  and  replacing  low  efficiency 
window  air-conditioiiers  with  more  efficient  models. 

For  most  of  the  building  types  there  are  also  retrofit  options  of  high 
capital  cost  compared  to  savings  with  paybacks  of  longer  than  7  years 
and  annual  real  rates  of  return  of  less  than  13  percent  per  year  (over  20 
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years).  If  lifecycle  costing  is  used,  such  retrofits  may  in  fact  be  less  expen- 
sive over  the  full  life  of  the  measure  of  the  cost  of  the  energy  they  would 
save.  However,  their  very  slow  payback  and  low  annual  rate  of  return 
create  serious  financing  obstacles.  For  most  of  the  building  types  OTA 
examined,  such  high  cost  retrofits  would  save  no  more  than  20  percent 
of  the  full  technical  savings  potential.  The  three  exceptions  and  the  esti- 
mated percentage  of  total  savings  from  high  cost  retrofits  are: 

•  Masonry  rowhouse  with  a  heating  system  using  air  (40  percent). 

•  Masonry  rowhouse  with  a  water  or  steam  system  (25  percent). 

•  Large  multifamily  building  with  an  air  system  (30  percent). 

Examples  of  some  high  cost  retrofits  which  produce  substantial  savings  in 
certain  building  types  include:  wall  insulation  in  masonry  rowhousesand 
multifamily  buildings  and  night-time  window  quilts  in  multifamily 
buildings. 

Importance  of  Solar  Retrofits 

Passive  and  active  solar  system  retrofits  can  reduce  the  energy  require- 
ments for  space  heating  and  hot  water  just  as  nonsolar  energy  retrofits 
can.  OTA  compared  costs  and  energy  savings  of  seven  different  kinds  of 
solar  retrofits  to  small  and  large  residential  building  types.  Many  solar  ret- 
rofits are  of  high  capital  cost  (slow  payback  and  low  return  on  invest- 
ment); a  few  are  of  moderate  capital  cost  and  none  are  of  low  capital 
cost.  For  all  building  types  and  retrofits  examined  there  are  nonsolar  en- 
ergy retrofits  which  save  as  much  and  cost  the  same  or  less.  If  chosen 
strictly  on  the  basis  of  capital  cost  and  effectiveness,  the  nonsolar  retrofits 
would  probably  be  chosen  first,  although  there  are  many  reasons  in- 
cluding esthetic  ones  for  choosing  solar  retrofits.  Some  cost-effective 
solar  retrofits  on  some  building  types  are  identified  in  chapter  3. 

THE  DIFFICULTY  OF  PREDICTING 

THE  OUTCOME  OF  A  RETROFIT 

TO  A  PARTICULAR  BUILDING 

While  the  general  prospects  for  cost-effective  retrofit  are  good  they 
may  be  very  unpredictable  for  particular  buildings.  Extensive  research 
and  applied  work  on  the  retrofit  of  buildings  to  improve  energy  efficiency 
has  only  been  underway  for  the  past  few  years  and  most  of  this  work  has 
focused  on  single-family  housing.  There  are  little  data  on  the  actual  ef- 
fects of  building  retrofits,  and  for  some  types  of  buildings  there  are 
almost  no  data.  Few  energy  auditors  or  building  owners  have  maintained 
and  made  available  careful  records  of  preaudit  fuel  consumption,  cost 
and  type  of  retrofit,  and  postretrofit  performance.  A  recent  compilation  of 
data  on  actual  retrofits  of  commercial  and  larger  multifamily  buildings 
(see  ch.  3)  included  data  on  222  buildings.  Among  these,  there  was  only 
one  multifamily  building,  one  shopping  center,  and  four  hotels.  Most  of 
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the  rest  were  schools  and  office  buildings.  These  data  on  actual  ictiofits 
confirm  that,  on  average,  considerable  savings  are  possible  from  tow 
and  nKNlerate  cost  retrofits.  For  almost  90  percent  of  the  buildings  sur- 
veyed with  good  cost  data  available,  the  cost  of  the  retrofit  package  in- 
stalled paid  back  in  energy  savings  in  3  years  or  less. 

However,  actual  savings  may  be  considerably  higher  or  considerably 
lower  than  predicted  for  individual  buildings.  For  the  60  buikJings  with 
data  on  savings  predicted  by  an  audit  as  well  as  actual  savings  achieved 
by  the  retrofit,  actual  savings  varied  in  both  directions  {more  than  pre- 
dicted and  less  than  predicted)  by  a  wkle  margin.  For  a  group  of  18  similar 
community  centers,  for  example,  actual  energy  savings  averaged  85  per- 
cent of  the  predicted  amount  but  varied  (within  one  standard  deviation) 
from  50  percent  more  than  predicted  to  80  percent  less  than  predkted. 
Such  results  are  only  suggestive.  Carefully  designed  data  collection  wouki 
be  necessary  to  estimate  more  accurately  the  predkitabil'ity  of  energy  sav- 
ings from  different  combinations  of  retrofit  measures.  The  available  data, 
however,  are  consistent  with  OTA's  finding  that  there  are  inherent  char- 
acteristics of  building  retrofit  which  are  responsible  for  the  substantial 
variation  of  likely  savings  from  a  particular  retrofit  from  the  predicted  val- 
ue. The  variability  can  be  reduced  from  its  present  level  but  it  will  prob- 
ably remain  substantially  above  zero. 

Each  structure  is  a  unique  combination  of  design,  siting,  construc- 
tion, and  previous  retrofits.  The  behavior  of  the  building  occupants  and 
the  climate  will  also  affect  energy  savings  in  unpredictable  ways.  These 
factors  make  it  difficult  to  gather  consistent  data  to  determine  the  ac- 
tual (compared  to  the  theoretical)  results  of  retrofit.  BuiMings  with  the 
same  generic  design  will  use  energy  differently  due  to  the  kx:atk>n  of  the 
structure  in  relation  to  the  Sun.  Further,  buildings  tend  to  vary  in  con- 
struction, even  given  the  same  design.  Substantial  amounts  of  energy  can 
be  lost  through  openings  in  interior  walls,  through  leaky  duct  systems, 
and  in  other  ways  not  obvious  to  the  observer. 

While  there  are  methods  commonly  used  to  calculate  heating  k>ads, 
cooling  loads,  and  other  factors,  these  formulas  best  apply  to  a  controlled 
situation  rather  than  a  real  structure.  As  each  energy  retrofit  is  added  to  a 
structure,  the  system  is  changed,  and  very  little  is  known  about  how  to 
predict  the  interaction  of  several  retrofits  on  a  given  building.  Differences 
from  buikiing  to  building  in  the  number  of  occupants  and  their  Irving  arnJ 
working  patterns  (e.g.,  open  windows  v.  air<ondftioning)  complicate  the 
issue.  In  addition  to  behavior,  microclimates  and  yearly  weather  changes 
will  affect  the  actual  amount  of  energy  used.  Thus,  a  researcher  trying  to 
figure  out  the  real  building  energy  use  in  a  multifamily  structure  needs  to 
know  vacancy  rate  and  local  weather  conditions  that  year  as  well  as  fuel 
use.  Not  all  data  are  corrected  for  climate,  and  not  all  climate  correction 
techniques  are  the  same.  It  is  even  less  common  for  data  to  be  corrected 
for  occupancy.  The  variation  in  data  adds  to  uncertainty. 

In  many  buildings  increased  energy  efficiency  depends  heavily  on 
building  operation  and  mainlenance.  Some  of  the  buildings  described  in 
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the  survey  above  failed  to  save  as  much  energy  as  predicted  because  of 
poor  performance  by  the  equipment  operator.  For  larger  buildings,  sys- 
tematic improvements  in  operation  and  maintenance  are  likely  to  save  as 
much  or  more  energy  as  capital  investment.  An  energy  auditor  can  rec- 
ommend these  changes  in  practice  but  they  are  not  permanent  improve- 
ments and  will  affect  the  degree  to  which  actual  savings  match  predicted 
savings. 

WILL  OWNERS  OF  CITY  BUILDINGS 

INVEST  IN  THE  ENERGY  EFFICIENCY 

OF  THEIR  BUILDINGS? 

Given  an  investment  with  a  probable  high  return  but  a  possibility  of 
partial  or  complete  failure  (as  well  as  a  possibility  of  greater-than- 
expected  success),  how  are  the  owners  of  buildings  in  cities  likely  to  re- 
spond to  the  opportunities  to  increase  the  energy  efficiency  of  their 
buildings? 

Energy  is  now  important.  After  many  years  of  energy  price  increases 
the  cost  of  energy  is  now  sufficiently  important  for  building  owners  in  the 
balance  of  income  and  expense  of  their  buildings  that  steps  have  to  be 
taken  to  control  it.  This  is  a  change  from  general  building  owner  opinion 
of  several  years  ago. 

Several  categories  of  building  owners  with  good  access  to  equity  capi- 
tal, reliable  professional  advice  on  retrofits  and  a  long  holding  strategy 
for  their  buildings  are  retrofitting  their  buildings  and  installing  retrofits 
of  low  and  moderate  capital  cost  compared  to  savings.  Institutional 

owners  of  buildings,  such  as  insurance  companies  and  pension  plans, 
have  set  energy  efficiency  goals  for  their  property  managers  and  routinely 
make  capital  investments  in  energy  efficiency  if  they  will  pay  back  in  less 
than  5  to  7  years  (see  table  4).  Large  corporations  which  generally  occupy 
any  buildings  they  own  also  install  retrofits  with  moderately  long  ex- 
pected paybacks  (3  to  5  years).  Nationally  syndicated  partnerships  also 
have  generous  payback  criteria. 

Several  other  categories  of  building  owners  with  access  only  to  debt 
financing  and  tight  constraints  on  the  building's  cash  flow  are  only  in> 
stalling  the  most  cost-effective  retrofits  in  their  buildings.  Small  business 
owner-occupants  and  owner-occupants  of  multifamily  buildings  expect 
to  hold  their  buildings  for  a  long  time  and  would  benefit  from  retrofit,  but 
they  are  severely  constrained  by  lack  of  access  to  capital  and  generally 
cannot  tolerate  losses  in  cash  fiow.  Individual  and  small  partnership  in- 
vestor-owners of  buildings  require  that  energy  retrofits  pay  back  in  1  to  2 
years.  They  have  poor  access  to  equity  capital  and  poor  access  to  profes- 
sional advice. 

The  prospects  for  retrofit  of  commercial  and  multifamily  buildings 
differ.  With  the  exception  of  flourishing  markets  in  dynamic  neighbor- 
hoods in  such  cities  as  Washington,  D.C.,  and  San  Francisco,  multifamily 
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Table  4.— Retrofit  PaytMck  Criteria,  Hoiding  Periods  and  Acceaa 
to  Financing,  and  Advice  for  Different  Types  of  Owners 


Typicai       Building     Exp«ct«d  InhouM 

payback      for  own       holding       Accats  to     profasilonil 
owner  type  criteria  use?  period  capital  advl6# 


Yea  Long  Oood  Oo«>d 

Yea  Lorig  Poor  Poor 

Yea  Lorig  Poor  P(^ 

Yea  Long  Mixed  fair 

No  Long  Good  Qm6 

No  Short  Pair  Oo0d 

No  Short  Pair  Qm4 

No  Short  PtjUff^  Pair 

No  Mhcact  r^nGf  W06f 


■■  f  «  TO 


:3Iflia»ii*^ 


iauildiif!^  linso^  ^liiiiered  ^  a  grc^up  frofrr  lagg^frg  rerrt^  and  fh^f<^#>r#  1^ 
gmg  nesaie  v*aibe  [exos^  as  condomirmims)  thac  r*5duo«  rti^r  tik^M*^ 
tar  ncBmsnir  isciicjwt  shat  or  commerdai  bujIiirT^  c3M»niKt  b^  ^^  ^3*tt^  <5%^fi#r. 
Winefe  terfrmcailv  oc^sbUe,  0M»fT€f5  (3f  multifarTTiiy  bij-iiiiirrtp  H^iw^  f»fV 
i^ftec  ihwTT  ta  rciarrr  utiiitv  nrefers  50  tj-^t  awrrer*  'JpiII  ir^  *rvT$|r^  [v^-  r^^i:- 
spcmshHE-iEr  3»^rnf  rlre  utility  coife.  €>»nef5  ^  r<5narrf-fTT#»f((>r<<>ft  )r^\^f^^ 
'haoi^  iftlfe  ir  Tiri.  Cirrerrr  ncermve  *c  ^?fr^f  itr#»ir  hkulf^r^^  •U#>5r  rt^i^^^M- 
Ufat  It  ^ii:  -» ,i  fjrrg  nme  bensre  cmnen  rj  errer^  '»irir:.i»nr  muinrafmily 
;fattjikiit^  tar  rrrar^  ii^er  rerrrs  rhan  ^iw»rref^  rsf  jtmiiar  r^iif  iii^r^i^fff 

Tfi^  least  iii^u  n.  tse  'T*rm«r  ^tnt  'snarfr-^«»T»d:  iTTiijrinimfiv  nfi^Mi^^ 
QwmsC  135^  m<lu4i?Qiste  or  i5cal  ^armefsifTiDS- 


inar  5^:  jp?ri*frr  T*>ii  -f?nim  3#»r   ear— '5v'#»r  i:  IH^/**^  ii*^  ^^  -,:  ^(femm"\0^ 
ffr5drri^«C^i3i^^ti*h>*tTftrf^fi:^tV:   rr  ^tre^ermcor^fti*^  rr  .  p       V  <- 
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ing  for  expansion,  rehabilitation,  repair,  or  retrofit  of  a  building  has  tradi- 
tionally conne  from  refinancing  a  building  with  a  new  bigger  mortgage  at  a 
similar  rate  of  interest  as  the  original  mortgage.  The  recent  increase  in  in- 
terest rates  has  effectively  eliminated  that  option  for  most  building 
owners.  No  one  is  likely  to  refinance  a  1-,  9-,  or  1 1 -percent  mortgage  at 
14-  to  17-percent  interest  in  order  to  get  funds  for  rehabilitation  or 
retrofit.  The  primary  source  of  funds  other  than  mortgages  for  building 
owners  is  a  commercial  loan.  These  are  generally  18-  or  24-month  high- 
interest  loans  used  for  financing  construction  projects.  During  much  of 
1980  such  loans  were  only  available  at  variable  interest  rates  2  percent- 
age points  ^boye  the  prime  rate. 

A  building  owner,  unable  to  tolerate  much  reduction  in  the  cash  flow 
from  a  building,  cannot  manage  anything  but  a  retrofit  with  a  very  fast 
payback  if  his  only  financing  option  is  a  short-term  high-interest  loan. 

Figure  1  illustrates  this  clearly.  A  2-year  payback  retrofit  will  generate 
more  energy  savings  than  it  will  cost  in  debt  service,  even  at  22-percent 
interest,  if  it  is  financed  with  a  3-year  loan  or  longer.  A  5-year  payback  ret- 
rofit, on  the  other  hand,  will  cost  more  the  first  year  in  debt  service  than  it 
will  generate  in  energy  savings  unless  it  is  financed  for  at  least  10  years  at 
interest  rates  of  10  or  13  percent,  or  for  20  years  at  an  interest  rate  of  16 
percent.* 

Impact  of  Risk 

The  problems  faced  by  a  building  owner  forced  to  finance  a  retrofit 
with  short-term,  high-cost  debt  are  made  much  more  serious  by  the  un- 
certainty of  the  return  on  retrofit  for  his  particular  building,  even 
though,  on  the  average,  the  general  prospects  for  retrofit  are  good. 

Based  on  the  limited  information  cited  earlier  on  the  accuracy  of  audits,  it 
is  possible  that  savings  from  a  retrofit  could  be  50  and  even  70  percent 
be\ov^  those  predicted  by  an  audit.  (There  is  an  equal  likelihood  that  ac- 
tual savings  will  be  aboye  predicted.)  A  predicted  3-year  payback  retrofit 
will  turn  into  a  6-year  payback  retrofit  if  actual  savings  are  50  percent 
below  the  prediction,  and  it  will  turn  into  a  10-year  payback  retrofit  if  sav- 
ings are  70  percent  below  what  is  predicted. 

First-year  savings  Payback 

Extent  of  savings  from  a  $  10,000  loan  (in  ytani 

Predicted  by  an  audit   $3,300  3 

SO  percent  below  prediction   $1,650  6 

70  percent  below  prediction   990  10 

It  would  be  devastating,  especially  to  many  small  business  owners,  or 
investor-owners  of  multifamily  buildings,  to  carry  the  debt  service  for  a 
major  retrofit  and  fail  to  achieve  the  energy  savings  necessary  to  keep 

*ln  years  after  the  first  year,  inflation  in  energy  costs  (even  if  no  faster  than  general  inflation)  will  in- 
crease the  value  of  energy  savings  relative  to  debt  service.  If  energy  costs  increase  at  the  rate  of  inflation, 
they  will  increase  in  current  dollars  and  will  be  constant  in  real  1972  dollars,  while  fixed  annual  debt  serv- 
ice payn>ents  are  constant  in  current  dollars  and  decrease  in  real  1972  dollars  over  time.  Thus,  any  deiH 
service  payment  in  excess  of  fuel  savings  will  diminish  over  time. 
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their  cash  flow  up.  Yet  this  is  a  realistic  possibility  given  both  the  newness 
of  the  retrofit  business  and  the  individual  nature  of  building  energy  per- 
formance. 

The  Impact  of  Two  Forms  of  Subsidies: 
Lower  Financing  Costs  and  Tax  Credits 

Until  interest  rates  drop,  various  subsidies  from  public  sources  or  pri- 
vate sources  such  as  utilities  may  be  helpful.  OTA  analyzed  some  hypo- 
thetical multifamily  buildings  to  determine  whether  a  tax  credit*  or  a  fi- 
nancing subsidy  might  increase  the  ease  of  doing  a  retrofit  and  concluded 
from  this  analysis  that  a  financing  subsidy  is  more  helpful  in  making  retro- 
fits possible  and  less  expensive  than  a  tax  credit.  The  beneficial  impact  of 
a  financing  subsidy  is  greatest  for  a  hypothetical  low-rent  high  energy  cost 
building  typical  of  the  low-rent  end  of  the  multifamily  market.  An  unsub- 
sidized  retrofit  loan  (16-percent  interest  for  5  years)  for  a  6-year  payback 
retrofit  virtually  wipes  out  the  cash  flow  of  this  building. 

A  subsidy  of  approximately  1 5  percent  to  lower  the  interest  rate  and  ex- 
tend the  loan  term  (1 3-percent  interest  for  1 0  years)  restores  the  cash  flow 
of  the  building  immediately  and  increases  it  noticeably  by  the  fifth  year 
following  the  retrofit.  (This  analysis  of  hypothetical  multifamily  buildings 
is  described  in  ch.  4.)  Of  the  building  owners  interviewed,  two-thirds  pre- 
ferred a  financing  subsidy  to  a  tax  credit.  The  one-third  that  preferred  a 
tax  credit  included  some  partnerships  that  welcomed  increased  tax  shel- 
ters, and  also  included  some  corporations  that  had  adequate  internal 
sources  of  finance  but  would  benefit  from  a  tax  shelter. 

Wiien  tiie  Building  Owner  is  tiie  Government 

Energy  use  in  buildings  owned  by  local,  State,  or  Federal  government  is 
significant.  About  0.5  Quad  of  energy  was  used  by  public  buikJings  in 
1980  and  about  1.5  Quads  in  educational  buildings,  most  of  which  are 
publicly  owned.  Much  like  the  corporate  or  large  institutional  owner, 
governments  and  school  districts  have  annual  formal  budgeting  pro- 
cedures which  identify  the  importance  of  energy  cost  increases  and  com- 
pare them  from  year  to  year.  Governments  and  school  districts  have  pro- 
fessional general  property  management  department  and  often  at  least 
part-time  energy  advisors. 

Unlike  the  corporate  or  large  institutional  owner,  on  the  other  hand, 
government  owners  of  buildings  have  severe  constraints  on  access  to 
capital  due  to  constraints  on  annual  budgets  and  many  kinds  of  limits  on 
bonding  authority.  The  result  (see  ch.  9)  is  that  government  owners  of 
buildings  often  implement  effective  operating  programs  of  improved 


"tt  >houlii  tH'  remembered  that  a  tax  credit  ror  energv  retrofit  15  onty  one  Of  se\«ral  tA  pro^tSKms  rh«  ^ 
tect  energ\  u>e  and  eners^  retrofii  Er^erg\  expenses  are  fully  deductiWe  as  a  businns  expense.  wMe  ■•■ 
\estments  m  energv  retrofit  can  be  piartK  deductible  through  deductions  oi  interest  r«tes  and  depiccia- 
tion 
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maintenance  and  energy  conservation  practices  by  building  occupants 
but  restrict  their  capital  investment  in  buildings  to  retrofits  with  1  to  2 
years  payback.  Only  if  the  retrofit  can  be  linked  to  other  nnajor  repairs 
(such  as  roof  insulation  with  new  roofs)  or  if  paid  for  by  a  Federal  grant, 
are  longer  payback  periods  allowed. 

General  Prospects  for  Retrofit  of  Buildings  in  Cities 

Public  programs  and  private  campaigns  to  market  increased  energy 
retrofits  of  buildings  must  take  into  account  the  variety  of  motivations  of 
building  owners.  Owners  not  likely  to  retrofit  their  buildings  either  lack  fi- 
nancial reason  to  do  so,  lack  feasible  means  to  do  so,  or  both.  The  impli- 
cations for  public  policy  and  private  marketing  are  different  for  each 
category. 

The  category  of  owners  willing  and  able  to  retrofit  (labeled  category  A 
in  table  5)  do  not  need  any  additional  public  incentives  to  retrofit.  Many 
are  prime  targets  for  private  marketing  efforts  by  companies  that  specify 

Table  5.— Owners  Likely  and  Not  Likely  to  Retrofit  Their  Buildings 


Importance  of  reducing  energy  costs  to 
owner's  goals 


Owners'  access 
to  finance  and 
tolerance  of  risk 


Important 


Not  Important 


Owner  can  both 
finance  and 
absorb  risk 


A.  Willing  and  able 
to  retrofit 

•  Corporate  owner-occupants 
of  commercial  buildings 

•  Institutional  vestor-owners 
of  commercial  and 
multlfamily  buildings 


6.  Able  but  unwilling 

•  Large  partnership  owners 
of  tenant-metered 
multlfamily  buildings 

•  Well-financed  owners  of 
office  buildings  and  retail 
buildings  In  tight, 
energy-insensitive  markets 
(large  partnerships  and 
development  companies) 


Owner  can't  risk 
and/or  lacks 
financing 


C.  Willing  but  not  able 

•  Owner-occupants  of  small 
multifamily  buildings 
multlfamily  buildings 

•  Small  business 
owner-occuoants 

•  Individual  and  small 
partnership  owners  of 
master-metered  multifamily 
buildings 

•  Individual  and  small 
partnership  owners  of 
office  buildings  in 
energy-sensitive  markets 

•  Government  owners  of 
buildings  


O.  Unwilling  and  unable 

•  Individual  and  small 
partnership  owners  of 
tenant-metered  multifamily 
buildings 

•  Individual  and  small 
partnership  owners  of 
office  or  retail  buildings 
with  net  or  passthrough 
teases  in  energy  insensitive 
markets 

•  Owners  of  buildings  in 
marginal  areas 


SOURCE:  Office  of  Technology  Assessment. 
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and/or  install  retrofit  products.  Category  B  is  ab/e  but  unwilling  to  retrofit. 
This  category  of  owners  would  be  expected  to  respond  to  increased  re- 
quirement for  energy  efficiency  in  existing  buildings.  If  required,  they 
would  have  the  means  to  carry  out  the  retrofit. 

Those  owners  that  are  willing  and  even  anxious  to  retrofit  but  lack  ac- 
cess to  low-cost  finance  and  good  technical  advice  and  cannot  tolerate  risk 
are  labeled  category  C  in  table  5.  These  owners  would  be  prime  targets 
for  marketing  by  successful  private  companies  organized  to  put  up  capital 
and  absorb  the  risk  of  retrofit.  These  owners  are  also  likely  to  respond  to 
public  programs  that  reduce  financing  costs  and  lower  the  risk  of  retrofit. 

The  most  difficult  to  motivate  are  the  owners  in  category  D  for  they  are 
both  unwilling  and  unable  to  retrofit.  If  local  governments  choose  to  re- 
quire them  to  invest  in  the  energy  efficiency  of  their  buildings  (through  an 
energy  efficiency  code  for  existing  multifamily  buildings,  for  example) 
local  government  must  also  see  to  it  that  financing  of  at  least  moderately 
long  terms  is  available,  or  these  owners  will  not  be  able  to  comply  with 
the  requirement.  Owners  of  buildings  in  marginal  areas  are  unwilling  to 
invest  in  their  buildings  unless  they  believe  the  neighborhood  is  viable 
enough  to  recoup  their  investment  in  the  resale  value  of  the  building.  For 
such  owners,  an  energy  retrofit  program  is  best  folded  into  a  general 
neighborhood  rehabilitation  program  which  combines  concentrated  pri- 
vate investment  in  one  neighborhood  with  such  public  investment  as  im- 
proved sidewalks,  storm  sewers,  and  tree  planting. 

There  are  insufficient  data  on  either  the  physical  nature  of  the  building 
stock  or  patterns  of  ownership  to  allow  anything  but  very  rough  estimates 
of  the  amount  of  energy  that  might  be  saved  by  each  of  these  categories 
of  owners.  OTA  estimates  that  about  1  Quad  of  the  4-Quad  gap  in  fore- 
gone energy  efficiency  retrofits  is  attributable  to  multifamily  and  commer- 
cial building  owners  that  are  willing  but  unable  to  retrofit  because  they 
lack  financing  and/or  access  to  reliable  information.  Another  1.5  Quads 
of  the  foregone  retrofits  would  be  due  to  building  owners  that  were  un- 
willing to  retrofit  their  buildings  because  they  could  see  insufficient  ad- 
vantage in  doing  so.  About  two-thirds  of  these  owners  also  lack  access  to 
financing  or  professional  advice. 

The  rest  of  the  estimated  4  Quads  of  foregone  retrofits  would  result 
from  moderate  and  upper  income  homeowners  in  cities  unable  or  unwill- 
ing to  finance  retrofits  of  moderate  and  high  capital  cost  compared  to  sav- 
ings (about  1  Quad)  and  low-income  homeowners  (regardless  of  loca- 
tion) unable  to  finance  any  retrofits  (about  0.5  Quad). 

PROSPECTS  FOR  DISTRICT  HEATING 

District  heating  is  a  system  for  piping  heat  in  the  form  of  hot  water  (or 
steam)  from  a  central  source  of  heat  to  individual  buildings.  Under  the 
right  conditions  a  well-managed  district  heating  system  may  be  an  energy 
efficient  way  of  supplying  heat  to  city  buildings. 
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From  a  national  energy  perapeai^*:  disrrc:  '^eamc  cwp!s  jrr  iniPin- 
tunrty  to  save  fuel  oil  ornatufai^aso^  -^5ai:T^;2SE-cr^^^*»ia«aen<%a*Tuin 
electricity  generation  tor  space  anc  uats^  ^^eatng  Mo*  %Mif^  Jtte<rtcr 
heating  has  been  widely  ano  sucGe5SLi»».  ryrooucsc  ^  •^^otme'^  iirtwir 
over  the  past  three  decades  I>s?nr  ''tear  a=?v:  0P8??5  ^^  oKlonlltl}^  itr 
shift  from  premium  fueis  sucr  a:-  risLj^  &^,  anc  cssrsiialef  tccn?  ^- 1^ 
newable  resources  (includmgtnumaoa  vjtc  nks&sse  io-suontviTK'ttiNi^tr 
buildings.  To  building  owners  wnL  mt  dsTnc:  nearing  cuSU5me?b  i:4*«h 
mises  slower  increases  in  eneigv  pfrsR  ^i^  «oca  fo**Bemfnenjs  .^iistnr 
heating  can  be  a  tool  in  the  overait  ;asr  «r  *s:zin«rmc  deweioomenr-Qinisp  *. 
uses  local  workers  tor  consifucUur  arac  rjoecadtor,  neios  attrivr:  i'*?^ 
development  to  central  aty  kicatiorn  anc  lescfe  tc  ^su&iuze eneispv  .nKpi>v 
for  existing  buildings. 

For  all  the  possible  advantages  xr  omsrirr  y\0asm%  tio^»wpv3pr  The  Hi»sif^ 
approval,  construction,  atKl  succ^rssii  ^js^f^r^^ir  &  a  dtftnct  Heati^^c^fw?^ 
tem  is  a  formidable  ur>dertakfT^  wnoii*-  orjmcrteritTv  anc  di^uttx  'sV^•^^ 
not  be  underestimated.  To  be  suc-^fSRLi  ^  dnrnc?  t^eatir^  5vsl5e»rr  m*M: 
offer  heat  at  prices  that  are  tow  *fnougr  to  Deisuade  owners  r»*  ^pvi<t»*i^ 
buildings  to  abandon  thetrbuiidfngs  naiura  gas /y  toe  oi' boitef^o  *i«* 
naces,  retrofit  their  buildings  to  mj^j*^  tne  mr  wate''  ^o^ steam)  fr<Mv>  tV 
district  heating  system  and  contmue  to  nufmate  tne  district  Heat  thr<%*ijf> 
the  life  of  the  system.  Or  the  syslenr  mur  nef^uade  owners  of  f>e^  Nf»lc 
ings  of  the  long-term  advantages  or  irjfe^jtng  me  cost  or  tHe»'  <>^"^ 
heating  system  and  equipping  tne^  ouiidinj^  to  take  district  H^;^:  r^tV* 
than  bum  fuel  directly. 

If  general  interest  rates  lov^rr  iuiwtaniiahy  or  a  substantia.  fi»%A'V''V 
subsidy  is  made  available,  hot  wat*r  d«stnD  heatif^  could  beco^vio  ?t  <('^ 
sible  long-term  investment  that  staoiiizes  tuei  prices  costs  ove-  tN"  k>'ij^ 
run  in  one  or  two  dozer  L  S  citiei  Al  current  high  intemt  r^rt^es  4Wid 
without  special  subsidies,  laf^fs-^cale  diftnct  heatifig  ma>  befe«$iblefm 
those  few  U.S.  dties  with  dense  areas  of  cuftomer^  using  eiqvensive  fwH 
oil,  and  a  long  enough  heating  seascm  to  tnakt  possible  a  rMSOnaM> 
high  use  of  district  heating  capacity.  Th^  number  is  less  than  tK<e  arni 
may  even  be  zero.  However,  small  district  heating  systems  tor  a  small 
number  of  large  buildings  localec  cio^e  together  may  be  feasible  even  at 
current  high  interest  rates. 

PROSPECTS  FOR  PRIVATE  SECTOR 
MARKETING  OF  ENERGY  RETROFrTS 

In  theory,  there  should  be  ample  opportunity  for  private  businesses  to 
fill  the  gap  between  the  large  potential  return  on  investment  in  energ\  ef- 
ficiency and  the  slow  pace  of  retrofit  among  some  types  of  buildings. 
Businesses  willing  to  provide  the  capital  over  a  long  term  and  willing  to 
absorb  all  or  part  of  the  risks  of  retrofits  to  individual  buildings  ought  to 
be  able  to  realize  part  of  that  return. 
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Investors  could  lease  energy  efficient  equipment  to  building  owners 
and  claim  the  tax  benefits  for  themselves.  They  could  install  energy  effi- 
ciency measures  and  provide  energy  savings  guarantees  to  building  own- 
ers. Or  they  could  take  over  responsibility  for  the  energy  costs  of  a  build- 
ing as  energy  management  companies.  In  the  latter  case  the  investors,  in 
return  for  a  monthly  energy  management  fee,  would  install  energy  effi- 
cient equipment  and  assume  all  responsibility  for  paying  utilities. 

In  practice  OTA  was  able  to  identify  only  a  handful  of  enterprises  pro- 
viding retrofit  capital  or  absorbing  the  risk  of  retrofit.  In  part  this  is  the 
result  of  the  general  difficulties  encountered  by  all  new  businesses  in  a 
time  of  high  interest  rates.  Energy  retrofit  enterprises,  however,  also  face 
several  special  problems.  It  is  difficult  to  predict  accurately  energy  savings 
from  specific  energy  efficiency  investments  partly  because  much  retrofit 
technology  has  not  yet  been  installed  in  many  buildings.  It  can  be  difficult 
to  come  to  a  legally  viable  agreement  on  what  constitutes  energy  savings 
given  variations  in  energy  use  caused  by  changes  in  weather,  occupancy 
of  a  building,  and  occupant  behavior.  It  can  be  difficult  to  agree  on  a  defi- 
nition of  the  equipment  to  secure  the  investment  since  much  energy  effi- 
cient equipment  becomes  part  of  the  building  it  is  installed  in. 

OTA  was  also  able  to  identify  only  a  few  co-ops  and  nonprofit  corpora- 
tions involved  In  the  retrofit  of  buildings.  Co-ops  and  nonprofit  corpora- 
tions are  hampered  by  lack  of  capital  and  the  difficulties  of  managing  a 
large-scale  retrofit  program. 

WILL  GAS  AND  ELECTRIC  UTILITIES 

STIMULATE  INVESTMENT  IN  ENERGY 

RETROFITS? 

Rapid  deterioration  In  the  financial  health  and  future  prospects  for 
many  electric  and  gas  utilities  have  created  more  than  token  interest  in 
developing  energy  retrofit  programs.  Customers  are  increasingly  vocal 
against  utility  rate  increases  at  rate  hearings.  In  response  to  increased 
prices,  customer  demand  for  electricity  and  gas  has  grown  more  slowly 
than  forecast  a  decade  ago  and  in  some  utility  areas  has  actually  de- 
clined. In  an  era  of  growth  in  interest  costs  and  inflation  in  construction 
and  fuel  costs,  lags  in  utility  ratemaking  have  led  to  utilities  earning  less 
than  the  designated  rate  of  return.  In  response  to  many  of  these  prob- 
lems, some  utilities  have  developed  energy  efficiency  improvement  pro- 
grams either  to  improve  relations  with  customers,  earn  a  greater  return, 
or  both. 

Some  utilities  have  energy  retrofit  programs  In  response  to  directives  by 
their  State  regulatory  commissions  (e.g.,  Florida,  New  York,  and  Cali- 
fornia) and  others  developed  energy  audit  programs  on  their  own.  In  all, 
about  65  utilities  offered  residential  energy  audits  as  of  the  winter  oif 
1977-78  before  the  Federal  Residential  Conservation  Service  (RCS)  pro- 
gram was  announced.  Even  if  such  audit  programs  are  no  longer  man- 
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dated  by  the  Federal  Government  under  the  RCS,  many  utilities  are  likely 
to  continue  them.  Customer  demand  for  utility  audits,  however,  is  likely 
to  remain  limited  unless  the  utility  markets  audits  vigorously  with  an  eye 
to  achieving  measurable  energy  conservation  goals. 

A  few  electric  utilities  have  built  energy  retrofit  programs  into  their  pro- 
jections for  future  generating  capacity  and  have  deliberately  exchanged 
planned  new  capacity  for  planned  curtailment  of  demand.  The  New  Eng- 
land Electric  System  (NEES)  for  example  has  announced  a  program  to 
assist  in  the  retrofit  of  commercial  buildings  for  load  management,  thus 
reducing  the  need  for  new  peak  generating  capacity.  As  now  structured, 
the  NEES  program  would  not  affect  residential  buildings  much  at  all. 

Theoretically,  both  slow-growing  utilities,  like  NEES,  which  Tiave  time 
to  plan  and  assess  conservation,  and  fast-growing  utilities,  such  as  those 
in  Florida  who  have  to  try  everything  to  avoid  falling  short  of  meeting  de- 
mand, could  build  energy  retrofit  programs  into  their  strategic  planning. 
In  practice,  utilities  who  do  this  must  have  the  innovative  leadership  to 
develop  new  products,  new  marketing  techniques,  new  customer  rela- 
tions, and  new  forecasting  and  monitoring  techniques.  In  a  period  wheo 
utilities  are  struggling  against  very  difficult  financial  problems,  OTA 
concluded  that  few  may  develop  the  leadership  to  undertake  ambitious 
large-scale  energy  retrofit  programs  on  their  own.  A  larger  number  of 
utilities  may  be  willing  to  cooperate  with  State  governments  that  are  pro- 
moting energy  retrofit  programs  as  in  Florida  and  California.  As  electric 
utilities  become  increasingly  interconnected  across  State  boundaries, 
there  could  be  a  role  for  the  Federal  Government  in  encouraging  cooper- 
ation among  State  utility  regulatory  commissions  as  they  integrate  conser- 
vation goals  and  planned  new  electric  generating  capacity.  Utilities, 
however,  will  continue  to  look  to  the  State  ratemaking  process  for  en- 
couragement or  discouragement  of  conservation  programs  since  State 
level  ratemaking  determines  utility  return. 

PUBLIC  SECTOR  PROGRAMS  TO  STIMULATE 
ENERGY  RETROFITS 

Potential  Role  of  City  Governments  in 
Urban  Building  Retrofit 

A  few  visionary  leaders  in  a  few  cities  have  created  a  link  between  the 
energy  retrofit  oif  local  buildings  and  such  broad  goals  as  the  long-term 
viability  of  the  housing  stock,  and  the  long-term  stability  of  regional  in- 
come and  economic  productivity.  They  have  promoted  this  view  in 
speeches  and  reports  and  encouraged  citizens  to  be  aware  of  energy  and 
its  role  in  the  city  or  region. 

In  most  cities,  however,  citizens'  worry  about  rising  energy  costs  has 
been  more  directed  at  the  local  utilities,  and  mayors  and  city  coundls 
feel  little  pressure  in  city  hall  to  do  anything  directly  about  energy.  Most 
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cities  do  not  have  active  energy  programs.  Only  5  percent  have  full-time 
energy  coordinators;  most  of  the  part-time  energy  coordinators  spend 
less  than  1  day  a  week  on  energy.  The  primary  energy  concern  of  most 
mayors  and  formally  designated  city  energy  coordinators  is  to  reduce  the 
growing  share  of  energy  cost  in  the  cities  budgets. 

For  some  cities  energy  problems  do  "reach  city  hall"  in  the  form  of 
complaints  about  landlords'  failure  to  provide  adequate  heat.  In  New 
York  City,  for  example,  the  number  of  such  complaints  increased  from 
225,000  in  1978-79  to  320,000  in  1980-81 .  In  cities  where  a  metropolitan 
oversupply  of  housing  softens  the  market  for  rental  housing  in  the  center 
city,  the  rapid  increase  in  energy  costs  is  sometimes  perceived  as  a  trigger 
for  landlord  abandonment  of  buildings.  Such  abandonment  has  been  re- 
ported as  severe  in  such  smaller  cities  as  Rochester,  N.Y.,  and  Springfield, 
Mass. 

Many  cities  have  incorporated  energy  retrofit  into  their  housing  rehabil- 
itation programs.  These  are  usually  financed  by  Federal  community  de- 
velopment block  grants  (CDBG)  or  other  housing  rehabilitation  funds. 
Linking  retrofit  to  general  housing  rehabilitation  has  two  advantages.  It 
makes  possible  general  repairs  in  roof  or  windows  that  are  needed  to 
make  the  energy  efficiency  measures  work.  It  also  addresses  the  concern 
of  property  owners  confronting  a  retrofit  investment  that  the  building  as  a 
whole  have  resale  value  and  that  the  neighborhood  it  is  located  in  be 
economically  stable.  Housing  rehabilitation  programs  in  cities  generally 
proceed  neighborhood  by  neighborhood,  often  combining  support  for 
private  rehabilitation  with  expenditures  on  such  public  works  as  side- 
walks. A  program  that  promotes  energy  retrofit  in  the  context  of  general 
property  upgrading  fits  well  with  city  government  concern  for  the  gen- 
eral health  of  the  housing  stock  and  the  property  tax  base. 

Cities  have  other  ways  to  promote  building  retrofit  besides  their  hous- 
ing rehabilitation  programs.  They  may  promulgate  energy  efficiency 
building  standards  at  time  of  sale  (Portland),  issue  municipal  bonds  to 
subsidize  private  retrofit  expenditures  (Minneapolis  and  Baltimore),  or 
manage  Federal  weatherization  directly  and  vigorously  (Des  Moines) 
rather  than  allow  it  to  be  administered  by  local  nonprofit  antipoverty 
agencies. 

Potential  Role  of  State  Governments  in 
Urban  Building  Retrofit 

Some  States  have  active  energy  audit  or  retrofit  programs  with  poten- 
tially far-reaching  results.  Florida  and  California  typify  one  source  of 
motivation  for  States.  Both  States  have  rapidly  growing  populations  and 
projected  requirements  for  continued  expansion  of  electrical  generating 
capacity.  Both  States  have  difficulty  finding  large  number  of  sites  for  new 
powerplants.  Although  their  climates  are  mild  and  yearly  energy  bills 
lower  than  States  with  colder  climates,  both  States  face  certain  increases 
in  natural  gas  prices  and  possible  sharp  increases  in  electricity  prices  if 
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poMfetplant  capacity  must  be  added  vefyiassL  Flonda  and  CaKomia  have 
both  reqimed  that  utilities  develop  extensive  enefgv  audit  programs. 
Imked  to  slow-downs  in  construction  or  new  generating  capacity. 

New  York,  Minnesota,  and  Massachusetts  on  the  other  hand  have 
slowly  growing  or  stable  populations.  Slate  officiais  are  not  corKemed 
about  utility  construction  plans  since  utifities  in  these  States  ve  Skely  to 
face  ecoTKxnic  problems  caused  by  excess  generating  capacity  rartier 
than  the  need  to  construct  nev^  ger^eratir^  capacitv.  Rather ,  State  otificials 
are  motivated  by  corxrem  about  the  health  or  the  housing  slock  arxl  hard- 
ship caused  by  the  combirvation  of  high  er^ergy  prices  and  severe  winters. 

States  seeking  to  bring  about  large-scale  retrotit  hav^  se\ieral  possibie 
tools  to  use.  They  may  require  high-po^^ered  utility  audit  programs  (gerv 
eraliy  using  the  framework  of  the  Federal  RCS  audit  progrvn),  bring  effec- 
tive management  to  bear  on  the  Federal  v^eatherization  program  (Penn- 
sylvania), require  energy  eftkrieTKy  buikitng  code  standards  for  new  or 
existing  buiUings  (Minnesota),  or  occasionally  provide  their  own  sub- 
sidized finarxing  f9r  energy  retrofit  (New  Jersey). 

For  every  Slate,  however,  which  has  developed  programs  to  stfimilate 
building  retrofit,  there  are  many  Stales  with  stmUar  concerns  which 
have  not  developed  active  retrofit  programs.  Like  cities.  States  have 
many  other  demands  on  their  economic  and  managerial  resources.  Thus, 
State  stimulus  of  buikJing  retrofit  is  likely  to  remain  ur>even,  strong  in 
some  States  and  weak  or  nonexistent  in  others. 

THE  FUTURE:  FEDERAL  POLICY  OPTIONS 

FOR  STIMULATING  THE  RETROFIT  OF 

BUILDINGS  IN  CITIES 

Many  programs  developed  or  implemented  by  States  and  local  govern- 
ment actually  originated  with  the  Federal  Govemment.  After  7  years  of 
steadily  increasing  Federal  involvement  in  energy  conservation  since  the 
1973  oil  embargo,  a  basic  shift  in  emphasis  is  now  underway.  All  but  a 
few  of  the  Federal  energy  conservation  programs  have  been  substantially 
reduced  in  the  1982  budget. 

The  current  debates  about  the  profjer  role  of  the  Federal  Government 
in  energy  conservation,  housing  and  community  development  programs, 
and  assistance  to  the  poor  will  affect  the  nature  of  the  Federal  role  in 
stimulating  the  retrofit  of  buildings  in  cities.  The  following  discussion  of 
the  Federal  roles  advocated  by  different  parties  to  the  debate. 

Option  A:  No  Direct  Intervention 

The  rationale  for  this  option  for  the  Federal  role  is  that  energy  retrofit  is 
best  left  to  the  private  sector.  If  managerial  and  legal  problems  can  be 
solved,  a  wide  variety  of  innovative,  technical,  and  financial  approaches 
will  be  developed  by  the  private  sector  over  the  next  decade  to  X?' 
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vantage  of  the  investment  opportunities  presented  by  retrofit.  Efforts  to 
reduce  the  high  risk  of  retrofit  by  more  accurate  documentation  of 
energy  savings  will  eventually  be  better  undertaken  by  trade  associations 
and  other  private  organizations  with  a  stake  in  the  results  than  they 
would  be  by  the  Federal  or  other  levels  of  government. 

Under  this  option,  State  governments  and  city  governments  would  be 
free  to  develop  energy  retrofit  programs  of  their  own:  States,  as  part  of 
their  regulation  of  public  utilities;  cities,  as  part  of  community  devel- 
opment programs.  Federal  efforts  to  stabilize  the  economy,  to  allow  ac- 
curate energy  price  signals  and  to  lower  interest  rates  are  viewed  as  the 
only  legitimate  Federal  role  in  accelerating  retrofit  opportunities. 

Option  B:  Small  Federal  Market  Assistance  Role 

Under  this  view,  the  private  market  must  be  assisted  by  the  Federal 
Government  because  there  is  a  strong  national  interest  in  higher  energy 
efficiency,  and  because  it  is  possible  that  the  private  market,  by  itself,  is 
insufficient  to  satisfy  national  need  and  to  maximize  economic  efficiency. 
On  the  other  hand,  according  to  this  view,  constraints  on  the  Federal 
budget  are  severe  enough  to  prohibit  all  but  a  small  Federal  role. 

Even  with  a  fairly  low  budget,  however,  the  Federal  Government  could 
develop  a  clearly  focused,  research,  development,  and  information  pro- 
gram to  reduce  the  risks  of  retrofit.  Such  a  program  is  probably  best 
modeled  on  private  sector  efforts  in  order  to  ensure  maximum  informa- 
tion exchange.  Several  restaurant  chains  have  set  up  proprietary  pro- 
grams to  test  retrofits  in  different  building  types.  Sears  &  Roebuck  explicit- 
ly tested  several  kinds  of  retrofits  in  its  stores  before  launching  a  multi- 
million  dollar  retrofit  program.  An  ongoing  Department  of  Energy  pro- 
gram to  test  retrofits  to  hotels  and  motels  and  disseminate  the  results 
through  the  American  Hotel  &  Motel  Association  could  be  expanded  to 
other  trade  associations  and  other  building  types.  The  most  urgent  need 
is  to  document  retrofits  within  the  multifamily  building  sector  and 
publicize  them  through  the  several  multifamily  trade  associations. 

Small-scale  Federal  retrofit  subsidy  programs,  such  as  the  schools  and 
hospitals  program  and  the  Solar  and  Conservation  Bank  (described  in  ch. 
9)  would  have  the  most  impact  if  used  primarily  to  increase  knowledge 
and  reduce  the  risk  of  retrofit.  Public  housing  modernization  funds  used 
for  energy  retrofit  of  public  housing  could  be  used  to  document  energy 
savings  from  energy  retrofits.  Under  this  approach,  private  building  own- 
ers or  public  housing  authorities  receiving  subsidies,  would  be  asked  to 
participate  in  a  program  to  describe  and  document  the  results  of  the 
retrofit  and  disseminate  it,  through  trade  associations  and  chambers  of 
commerce,  to  other  building  owners. 

Option  C:  Large  Active  Federal  Role 

This  Federal  role  would  be  consistent  with  both  an  activist  philosophy 
of  government  and  the  view  that  reducing  U.S.  energy  use  over  the  long 
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An  active  Federal  approach  might  also  include  a  financing  subsidy  for 
district  heating,  most  conveniently  by  permitting  tax-exempt  bonds  in 
magnitudes  greater  than  the  currently  allowed  $10  million.  A  subsidy  to 
permit  10  systems  of  $1 .5  billion  each  in  10  cities  is  likely  to  cost  annually 
about  4  to  5  percent  of  the  system  (in  foregone  taxes  on  tax-free  bonds). 
The  10  systems  could  be  expected  to  displace  about  one-third  of  a  Quad 
of  fuel  oil  or  natural  gas  and  substitute  coal,  heat  from  solid  waste,  or 
waste  heat  from  electricity  generation. 

Two  Quads  of  energy  savings  per  year  is  a  substantial  amount  of 
energy.  It  is  the  equivalent  of  1  million  barrels  of  oil  per  day,  or  about  20 
percent  of  all  U.S.  oil  imports  in  1981.  It  is  also  equivalent  to  about  36 
electric  generating  plants  of  1,00  MW  each,  at  average  utilization  rates. 
There  are  two  ways  of  estimating  the  value  of  2  Quads  of  energy  savings 
in  1981  dollars;  they  would  be  worth  $14  billion  at  the  1981  average  price 
for  home  heating  oil  of  about  $1  per  gallon,  or  $20  billion  to  $30  billion  at 
the  current  estimated  price  of  synthetic  oil  from  coal  in  1981  dollars.  (See 
the  forthcoming  OTA  report  on  synfuels  for  further  discussion). 

The  value  of  savings  from  an  equivalent  subsidy  to  district  heating  is 
much  less.  If  district  heating  primarily  serves  to  shift  demand  from 
premium  fuels,  such  as  oil  and  gas  to  coal,  the  savings  comes  from  the 
price  difference  between  the  two  kinds  of  fuel.  At  $4  per  million  Btu 
(about  the  current  price  differential  between  oil  and  coal  for  utilities), 
substituting  0.3  Quad  of  heat  from  coal  for  heat  from  oil  would  be  worth 
$1.2  billion. 

It  also  may  be  possible,  although  OTA  has  not  analyzed  this  option,  to 
achieve  the  same  impact  on  energy  retrofit  not  by  subsidizing  retrofit  but 
by  reducing  or  eliminating  the  tax  deduction  of  energy  costs  as  a  business 
expense,  since  this  tax  deduction  has  the  effect  of  subsidizing  the  ineffi- 
cient use  of  fuel. 


NOTE:  Copies  of  the  full  report  "Energy  Efficiency  of 
Buildings  in  Cities"  can  be  purchased  from  the  Superintend- 
ent of  Documents,  U.S.  Government  Printing  Office,  Wash- 
ington, D.C.  20402. 
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General  Information 


Information  on  the  operation  of  OTA,  the  nature  and  status  of  ongoing 
assessments,  or  a  list  of  available  publications  may  be  obtained  by  writing 
or  calling: 

Public  Communications  Office 
Office  of  Technology  Assessment 
U.S.  Congress 
Washington,  D.C.  20510 
(202)  226-2115 


Publications  Available 

OTA  Annual  Report.— Details  OTA's  activities  and  summarizes  reports 
published  during  the  preceding  year. 

List  of  Publications.— Catalogs  by  subject  area  all  of  OTA's  published 
reports  with  instructions  on  how  to  order  them. 

Press  Releases.— Announces  publication  of  reports,  staff  appointments, 
and  other  newsworthy  activities. 
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Chairman  Gonzalez.  Thank  you,  Dr.  Gibbons,  very  much,  and 
this  was  a  very,  very  good  testimony. 

Certainly  let  me  say  that  by  the  time  we  get  into  markup  on 
this,  H.R.  5731,  this  will  be  one  of  the  items  and  some  of  your  rec- 
ommendations are  going  to  be  evaluated. 

The  one  thing  that  comes  to  mind  was  the  trip  that  the  subcom- 
mittee made  to  California  in  January.  Did  your  study  delve  into 
the  California  area? 

Ms.  Procter.  We  did  describe  some  of  the  California  programs, 
the  many  different  California  programs  for  stimulating  energy  ret- 
rofit, some  of  the  most  powerful  of  which  are  coming  about 
through  the  utilities. 

Chairman  Gonzalez.  I  recall  vividly  a  fairly  new  public  housing 
project  that  had  some  solar  energy  facilities. 

But  when  I  asked,  they  said,  well,  we  are  sorry,  but  we  haven't 
been  able  to  use  them.  They  haven't  really  worked  out. 

On  the  other  hand,  I  visited  another  one  they  were  fairly 
pleased,  even  though  the  use  was  limited,  I  believe,  to  the  heating 
of  water. 

I  talked  to  the  director,  and  he  wasn't  able  to  explain  to  me, 
either  in  general  or  in  technical  terms,  why  it  was  that  thev  had 
installed  the  facilitv  and  it  had  not  turneid  out  to  be  workable. 
Well,  he  really  didn  t  know.  And  I  was  just  wondering  if  your  office 
had  had  any  requests  for  such  assessments  because  it  seems  to  me 
such  a  tragedy  that  they  had  the  foresight  and  willingness  to  go 
into  energy  conservation,  switching  from  the  more  expensive 
energy  sources  into  what  was  natural  in  that  area,  which  was 
solar — but  it  didn't  work. 

Dr.  Gibbons.  Mr.  Chairman,  what  you  have  well  illustrated  is 
one  of  the  opportunities  that  the  Federal  Government  has  to  assist 
those  people  in  cities  and  working  in  State  and  local  government 
providing  habitat,  to  give  good  advice  on  what  does  make  sense  and 
how  to  do  it,  so  that  we  share  all  the  way  across  this  coimtry  the 
information  on  how  to  do  it. 

There  is  no  question  but  what  we  know  how  to  make  energy  effi- 
ciency, very,  very  effective  in  housing,  whether  it  be  new  or  retro- 
fitted housing,  but  that  flow  of  information  ultimately  to  the 
person  doing  the  work  is  a  very  constrained  flow  and  needs  help. 

I  believe  that  is  a  traditional  role  of  the  Federal  Government. 
There  is  a  lot  of  leadership  going  on  in  California  and  energy  con- 
sciousness there  that  exceeds  some  of  the  other  States. 

I  know  the  city  of  Davis  has  had  a  lot  of  work  in  that  regard. 
The  people  at  Lawrence  Berkeley  Laboratory  at  Berkeley  have 
done  a  substantial  amount  of  work  in  both  design  as  well  as  in 
monitoring  of  these  successes,  as  have  also  people  at  the  Oak  Ridge 
National  Laboratory. 

Where  we  have  found  successes  is  where  good  advice  is  available. 
For  example,  the  Tennessee  Valley  Authority,  within  their  five- 
State  region,  have  provided  good  advice  to  homeowners  and  to 
larger  building  owners  so  that  the  owners  have  a  sense  of  what  can 
be  done. 

Then  the  Tennessee  Valley  Authority  has  provided  lists  of  quali- 
fied contractors  and  if  the  home  or  building  owner  decides  to  nave 
the  work  done,  he  arranges  for  it  to  be  done  and  then  the  Tennes- 
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see  Valley  Authority  sends  in  an  inspector  to  make  sure  the  job 
was  done  as  prescribed  and  then  undertakes  the  loan  on  whidi  the 
thing  is  paid  back. 

This  business  of  giving  good  technical  advice  at  the  start  and 
then  a  qualified  certification  by  post-installation  inspection  has  re- 
sulted in  a  very  high  performance  of  this. 

If  I  might,  I  would  like  to  ask  Ms.  Procter  if  she  has  anything 
more  directly  to  say  about  your  concerns. 

Ms.  Procter.  In  one  of  the  other  case  study  cities  that  we  ana- 
lyzed, we  ran  into  a  situation  in  which  a  public  housing  authority 
had  installed  several  solar  devices — some  of  which  were  working 
and  some  of  which  were  not. 

That  same  housing  authority  had  not  done  a  comprehensive 
energy  analysis.  We  do  feel  that  solar  devices  should  be  part — or 
the  opportunity  for  solar  devices  should  be  considered  as  part  of  an 
overaJl  conservation  plan,  and  in  some  cases,  they  make  good  sense 
in  the  right  climate. 

In  other  cases,  they  are  either  more  expensive  or  more  risky 
than  similar  conservation  investments  that  have  the  same  effect, 
that  also  reduce  energy  going  to  hot  water. 

And  we  were  disappointed  in  this  particular  case  that  this  solar 
device  had  not  been  installed  as  part  of  a  comprehensive  audit. 

It  turned  out  that  it  was  installed  because  there  was  Department 
of  Energy  money  available  which  helped  cut  the  cost,  and  this  was 
not  our  view  of  what  was  a  sensible  way  for  the  Federal  Govern- 
ment to  influence  at  least  an  overall  plan  for  public  housing 
energy  efficiency. 

It  might  have  been  fine  to  demonstrate  a  solar  device,  but  not  a 
sensible  way  to  approach  a  more  general  problem. 

Chairman  Gonzalez.  I  asked  the  director  of  the  California  State 
agency  if  they  had  had  any  contact  with  the  Office  of  Technolo^ 
Assessment,  and  I  hate  to  tell  you  this,  but  they  acted  puzzlra. 
They  weren't  aware  of  the  office. 

So  then  my  next  question  was,  if  the  State  housing  agency  had 
any  programs.  The  representative  said  that  he  felt  that  the  State  of 
California  State  agency  did  have  a  program  for  technical  assist- 
ance, but  he  wasn't  quite  clear. 

And  specifically  in  that  regard,  he  really  didn't  know.  So  my 
question  next  is  this.  Do  you  have  any  knowledge  or  any  opinion  as 
to  the  extent  to  which  HUD,  the  Department  of  Housing  and 
Urban  Development,  has  provided  funds  or  technical  assistance  to 
the  public  housing  authorities  with  respect  to  energy  efficiency  and 
such  things  as  the  sufficiency  of  these  energy  conservation  im- 
provements? 

What  is  your  impression,  or  do  you  have  any  opportunity  to 
evaluate  the  Department's  activity  in  this  respect? 

Dr.  Gibbons.  Mr.  Chairman,  it  is  interesting,  the  State  of  Califor-. 
nia's  offices  in  Washington  are  two  floors  below  my  office  and  Gov- 
ernor Brown  spent  a  very  interesting  hour  or  two  with  us  a  few 
months  back  talking  about  the  office. 

We  are  obviously  a  small  agency  covering  all  of  technology  and 
we  work  for  the  Congress,  so  we  can't  handle  a  lot  of  traffic  from 
the  States,  but  we  are  hopeful  that  our  reports  will  be  used  by  the 
States  to  the  fullest  extent  they  can,  and  we  intend  to  let  all  t 
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governors  know  of  the  existence  of  this  work  and  hopefully  they 
will  find  it  useful. 

I  think  in  terms  of  the  degree  of  expertise  and  the  extent  of  as- 
sistance given  by  HUD  to  the  local  housing  agencies,  it  is  a  matter 
of  some  concern. 

I  think  probably  Ms.  Procter  can  speak  more  directly  to  this 
than  I.  I  did  mention  one  report  done  for  HUD  that  we  understand 
has  not  been  distributed. 

Chairman  Gonzalez.  No,  we  have  not  had  any  kind  of  a  report 
from  HUD.  But  we  are  accustomed  to  that  now  after  13  months. 

Ms.  Procter.  I  will  confine  what  I  say  to  what  we  learned  based 
on  our  case  study  analyses.  It  is  very  difficult,  as  you  know,  to  get 
comprehensive  information  on  HUD  activities,  particularly  when 
they  are  carried  out  through  the  90  area  offices,  so  I  will  not  vouch 
that  what  I  say  applies  to  all  HUD  offices. 

In  the  five  case  study  cities  that  we  visited,  there  was  no  particu- 
lar provision  of  technical  assistance  by  the  HUD  area  offices  to  the 
public  housing  authorities. 

There  is  some  technical  assistance  provided  in  the  form  of 
courses  and  opportunities  for  workshops  to  the  housing  rehabilita- 
tion programs.  That  is  part  of  the  housing  rehabilitation  program 
in  HUD. 

And  that  has  not  yet,  as  far  as  I  can  tell,  been  expanded  to  in- 
clude a  great  deal  of  information  on  multifamily  buildings. 

By  and  large,  that  technical  assistance  and  availability  of  work- 
shops is  more  directed  at  single-family  housing,  which  are  the  tar- 
gets of  the  rehabilitation  programs. 

We  may  yet  be  informed  that  there  is  a  lot  more  going  on  than 
we  were  able  to  find  out  in  the  short  time  we  had  to  cover  all  gov- 
ernment programs,  but  it  is  our  impression  that  HUD  could 
strengthen  the  analysis  of  retrofits,  specifically  to  multi-family» 
and  that  would  be  useful  both  for  public  housing  authorities  and 
for  privately  owned  multi-family  buildings  being  assisted  by  HUD 
programs. 

They  made  a  good  start  in  commissioning  the  assessment  of  the 
physical  condition  of  public  housing.  It  is  our  belief  that  that 
report  has  not  been  widely  distributed  even  though  one  volume  of 
that  report  is  in  the  form  of  an  excellent  energy  conservation 
handbook,  which  is  as  good  as  any  I  have  seen  in  describing  the 
measures  that  can  be  taken  and  describing  them  in  ways  that  are 
very  understandable  to  someone  who  is  not  himself  an  energy 
expert. 

So  that  HUD  already  has  at  hand  the  wherewithal  to  improve  its 
technical  assistance. 

Chairman  Gonzalez.  I  wonder  if  you  could,  for  the  record,  desig- 
nate the  five  areas  of  study.  I  believe  vou  mentioned  five. 

Ms.  Procter.  Yes.  They  were  Buffalo,  N.Y.;  Jersey  City,  N.J.;  Des 
Moines,  Iowa;  Tampa,  Fla.;  and  San  Antonio,  Tex. 

Chairman  Gonzalez.  I  wonder.  Dr.  Gibbons,  if  you  could  elabo- 
rate on  the  usefulness  of  better  data  on  the  results  of  the  energy 
retrofit? 

Dr.  Gibbons.  Yes,  sir.  I  mentioned  that  uncertainty  in  the  actual 
outcome  of  a  retrofit  constituted  an  important  uncertainty  in  terms 
of  the  willingness  of  an  investor  to  make  an  investment. 
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I  mentioned  that  sometimes  the  retrofits  turn  out  to  be  twice  as 
good  as  predicted,  but  also  sometimes  they  turn  out  to  be  only  half 
as  good  as  predicted. 

That  is  not  because  of  a  faulty  technology.  It  is  because  of  the 
problem  of  transferring  what  you  know  how  to  do  in  a  laboratory 
to  the  actual  Held  conditions  of  an  actual  building. 

So  if  there  is  any  way  one  can  reduce  the  amount  of  uncertainty 
that  the  investor  faces  in  understanding  how  much  energy  he  is 
going  to  save,  then  he  is  going  to  make  a  stronger  investment. 
Technical  work  to  evaluate  the  performance  of  actual  retrofit  so 
that  the  experience  is  well  understood  should  reduce  this  plus  or 
minus  50  percent  down  to  plus  or  minus  20  percent  or  less.  We 
know  it  can  be  done.  This  will  allow  the  investors  to  make  larger 
investments  because  their  risk  is  less  in  terms  of  being  able  to 
make  their  payments. 

Chairman  Gonzalez.  You  mentioned  the  opportunity  for  third- 
party  investors.  Could  you  elaborate  on  that,  sirr 

Dr.  Gibbons.  I  will  ask  Ms.  Procter. 

Ms.  Procter.  This  is  an  opportunity  for  third  parties,  people  who 
are  neither  the  retrofitter  or  the  owner  of  the  building,  to  pay  for 
energy  retrofits — put  up  the  capital  and  take  advantage  of  the  tax 
credits  for  equipment  and  in  some  cases,  energy  tax  credits  for 
energy  investments,  and  thus  these  people  can  reap  the  benefits  of 
the  tax  credits  against  their  own  substantial  income. 

This  opportunity  has  been  described  to  us  and  we  have  been 
trying  to  find  out  how  many  such  deals  are  actually  being  made, 
and  it  appears  that  the  motion  is  accelerating  and  that,  in  fact,  the 
legal  problems  of  working  out  such  deals  are  being  overcome. 

It  is  complicated  because  the  equipment  becomes  part  of  the 
building  that  it  is  invested  in  and  defining  the  security  for  the  in- 
vestor is  difficult,  and  there  are  also  great  difficulties  in  defining 
the  energy  savings  themselves,  and  how  much  the  building  owner 
takes  credit  for  and  how  much  the  investor  should  take  credit  for. 

But  some  progress  is  being  made  and  it  may  turn  out  that  over 
the  next  few  years,  this  will  become  a  more  prominent  way  of 
bringing  capital  into  these  buildings  where  the  owners  themselves 
do  not  have  much  access  to  capital. 

It  certainly  bears  watching. 

Chairman  Gonzalez.  This  was  one  big  thing  I  was  sold  on  with 
respect  to  the  solar  bank,  but,  of  course,  that  has  been  done  in,  and 
I  was  just  wondering  if  a  reactivation  of  that,  even  minimal,  in 
your  opinion,  would  be  helpful? 

Ms.  Procter.  One  particular  group  of  buildings  to  which  the 
solar  bank  could  be  targeted  specifically  is  multifamily  buildings. 
Instead  of  trying  to  cover  a  great  many  different  kinds  of  buildings 
and  different  kinds  of  investments,  it  might  be  used  specifically  to 
provide  finance  subsidies,  and  particularly,  the  stimulus  of  longer- 
term  loans  for  multi-family  buildings,  and  that  might  have  an 
impact. 

Chairman  Gonzalez.  Certainly,  because  you  know  this  has  been 
the  litany.  Almost  every  witness  we  have  had  at  some  point  in  his 
testimony  has  said,  under  the  equivalent  circumstances,  what  you 
have  said,  deprived  of  access  to  credit,  long-term,  affordable,  this 
and  this  can't  happen. 
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We  heard  that  all  last  week,  all  this  week,  I  don't  care  who  it 
was,  somewhere  in  the  testimony.  I  have  been  struck  with  that. 

But  I  think  the  most  lamentable  thing  I  have  heard  was  yester- 
day in  the  same  words.  We  had  the  commissioner  of  banks,  I  be- 
lieve from  New  York,  coming  in,  and  she  was  presenting  us  the 
first  book  of  this  savings  bank  that  had  just  been  lost  and  then  she 
gave  us  the  reasons,  so  that  that  is  the  fundamental  problem. 

But  it  just  seemed  to  me  that  in  the  case  of  a  solar  bank,  that  we 
should  have  had  some  little  respite  from  the  administration  until 
we  could  refine  it  and  very  much  along  the  lines  that  you  are  rec- 
ommending, which  is,  I  think,  very  true. 

Thank  you  very  much,  and  let  me  say  that  if  it  appears  to  you 
that,  there  being  a  big  absence  of  members,  that  might  be  frustrat- 
ing or  disappointing,  it  shouldn't  be,  because  some  of  the  members, 
once  the  House  ended  whatever  formal  business  it  had  at  this  time, 
I  would  say  that  almost  100  percent  of  the  members  are  on  their 
way  or  are  already  back  in  their  district,  and  that  they  will  have 
copies  of  this  testimony,  the  members  of  this  subcommittee. 

They  will  also  have  copies  of  the  transcript.  So  some  may  be  sub- 
mitting questions  to  you. 

Dr.  Gibbons.  We  would  be  pleased  to  answer  them. 

Chairman  Gonzalez.  For  reply  in  the  transcript,  assuming  they 
will  do  it  promptly  and  in  time  to  give  you  a  chance. 

I  can't  tell  you  again  how  grateftil  we  are  for  the  work  you  have 
done,  the  work  you  are  doing  and  the  time  you  have  taken  to  be 
with  us  this  afternoon. 

It  was  very  important  and  you  are  absolutely  correct,  this  was 
the  subcommittee  that  directed  the  request  and  it  was  coincidental 
that  we  should  get  the  copy  today. 

So  thank  you  again  very  much.  Dr.  Gibbons. 

Dr.  Gibbons.  Ms.  Procter  and  I  are  delighted  to  be  with  you 
today  and  appreciate  your  invitation. 

Chairman  Gonzalez.  We  appreciate  you  and  Ms.  Procter,  par- 
ticularly since  she  has  been  to  my  district  and  has  also  made  the 
acquaintance  of  one  of  my  greatest  couple  of  friends  that  I  have  in 
San  Antonio. 

Ms.  Procter.  San  Antonio  was  the  high  point  of  our  study. 

Chairman  Gonzalez.  Thank  you.  I  was  born  there.  Contrary  to 
what  some  people  think,  I  wasn't  born  in  Mexico. 

We  next  have  Mr.  James  E.  Jones,  Jr.,  the  government  affairs 
representative  of  the  Alliance  of  American  Insurers;  Mr.  George  K. 
Bernstein,  our  long-time  friend,  and  truly  a  great  public  servant, 
representing  the  American  Insurance  Association;  Mr.  James  M. 
Shamberger,  senior  vice  president  of  the  Reinsurance  Association 
of  America;  Mr.  Charles  H.  Fritzel,  assistant  vice  president  of  gov- 
ernment relations  of  the  National  Association  of  Independent  In- 
surers; Mr.  J.  Robert  Hunter,  president  of  the  National  Insurance 
Consumer  Organization;  and  Mr.  Barry  Mersky,  insurance  agent  of 
the  Global  Insurance  Co. 

Gentlemen,  we  have  a  table  big  enough  and  we  have  a  sufficient 
number  of  chairs  and  we  have  even  got  your  nameplates  all  fixed 
up. 

Gentlemen,  we  apologize  for  the  lateness  of  the  hour,  paucity  of 

1     idance,  and  we  appreciate  and  thank  you  for  your  patience. 


Digitized  by  CjOOQIC 


2907 


Let  that  not  diminish  the  importance  of  the  subject  matter  on 
which  you  appear,  and  above  all,  the  importance  of  your  presence 
and  your  testimony. 

Let  me  tell  you,  it  is  deeply  appreciated. 

Does  any  one  of  you  have  a  particular  time  problem  so  that  we 
could,  with  no  objection,  recognize  you  and  allow  you  to  go  on? 

If  not,  if  there  is  no  objection,  shall  we  proceed  with  the  repre- 
sentative of  the  American  Insurance  Association,  Mr.  Bernstein? 

STATEMENT  OF  GEORGE  K.  BERNSTEIN,  REPRESENTING  THE 
AMERICAN  INSURANCE  ASSOCIATION 

Mr.  Bernstein.  Thank  you,  Mr.  Chairman.  I  will  briefly  attempt 
to  summarize  my  statement,  if  that  is  all  right  with  the  subcom- 
mittee, and  submit  the  rest  for  the  record. 

Chairman  Gonzalez.  It  certainly  is  and  we  appreciate  that  be- 
cause of  the  limitation  and  the  number  of  individuals  following 
you. 

Mr.  Bernstein.  The  American  Insurance  Association  has,  since 
the  inception  of  the  program,  supported  the  flood,  riot  and  crime 
insurance  programs.  As  far  as  the  flood  program  is  concerned, 
today  we  believe  that  the  same  principles  that  caused  its  creation 
in  this  1968  legislation  still  exist;  namely  that  flood  insurance  is 
not  something  that  can  be  provided  by  private  insurance  compa- 
nies, because  of  the  nature  of  the  risk;  that  premiums  would  be  too 
high  for  people  to  afford. 

As  a  result,  Congress  enacted  a  program  which  involves  subsidy 
for  existing  structures,  the  tradeoff  being  to  require  land  use,  loss 
mitigation  measures  with  respect  to  new  construction,  which  would 
pay  acturarial  rates  and  be  able  to  afford  the  rates  through  sound 
building  and  locational  practices. 

As  a  result  of  the  nature  of  the  program,  the  losses  experienced 
have  been  significant.  We  do  not  believe  that  those  losses  should 
come  as  any  surprise. 

These  losses  don't  condemn  the  program.  In  fact,  they  are  an  in- 
dication that  the  program  was  necessary  and,  to  a  great  extent,  is 
working,  if  the  second  half  of  the  program  is  also  enforced,  the 
land-use  measures. 

On  the  premise  that  the  land-use  measures  will  continue  to  be 
enforced  and  that  this  administration  will  continue  them,  we  con- 
tinue to  urge  support  for  the  program  and  extension  of  it. 

The  Administrator  of  the  Federal  Insurance  Administration  has 
indicated  an  interest  in  returning  private  industry  to  the  flood  in- 
surance program. 

He  recognizes  that  it  is  premature  to  expect  the  industry  to  par- 
ticipate in  a  risk-bearing  role,  particularly  when  the  losses  are  as 
heavy  as  they  are. 

He  is  attempting  to  restructure  the  rates  in  the  program  to  make 
them  more  actuarially  sound. 

Many  of  us  do  not  believe  that  we  are  going  to  see  actuarially 
sound  rates  existing  in  our  lifetime,  but  nevertheless,  we  are  pre- 
pared to  respond  favorably  to  exploration  of  the  possibilities  of 
reentering  the  program  on  a  servicing  basis  as  that  possibility 
makes  itself  available. 


Digitized  by  CjOOQIC 


2908 


We  understand  that  the  contract  with  EDS  Federal,  which  ex- 
pires November  3,  will  be  extended  for  another  year  by  FIA,  so 
therefore,  it  is  academic  for  the  forthcoming  year  as  to  what  the 
private  insurance  industry  role  might  be  in  terms  of  servicing  con- 
tracts, issuing  policies,  handling  claims,  but  that  is  something  we 
are  prepared  to  explore  as  the  administrator  develops  the  program. 
The  bottom  line  is  that  we  urge  continuation  of  the  program. 

With  respect  to  the  riot  reinsurance  program,  again,  this  is  a 
program  that  was  supported  strongly  by  the  American  Insurance 
Association  companies. 

They  were  among  the  leaders  in  taking  advantage  of  Federal  riot 
insurance.  The  program  has  been  a  self-sufficient  program  from 
day  one. 

There  has  never  been  a  penny  of  Federal  subsidy  involved.  In 
fact,  the  Government  made  $120  million  selling  it.  That  $120  mil- 
lion surplus  has  been  eaten  up  by  the  losses  of  the  crime  program, 
which  were  never  appropriated  for,  and  today  we  understand  that 
there  is  borrowing  into  the  quarter-billion-dollar  borrowing  author- 
ity of  the  National  Insurance  Development  Fund  from  the  Treas- 
ury and  the  Fund  has  no  money  in  it. 

As  a  result  of  depletion  of  the  money  in  the  Fund  and  in  an 
effort  to  fund  the  riot  reinsurance  program,  last  year  the  adminis- 
tration multiplied  the  premium  structure  by  10,  raising  the  rates 
from  2y2  cents  a  $100  to  25  cents  a  $100. 

The  25-cent  rate  was  so  clearly  excessive  that  few  companies 
bought  it.  In  fact,  only  one  of  the  150  American  Insurance  Associ- 
ation companies  has  bought  that  insurance  this  year. 

As  a  result,  and  because  of  a  number  of  factors  including  the  de- 
pletion of  the  Fund  and  the  possibility  that  if  there  are  riots — be- 
cause there  is  no  surplus  in  the  Fund — the  companies  are  open  to 
assessment  by  the  FIA,  although  AIA  was  the  only  trade  associ- 
ation last  year  to  urge  extension  of  the  program,  the  AIA  has  not 
yet  finalized  its  position  for  this  year. 

There  is  a  difference  of  opinion  within  the  companies.  Many  com- 
panies feel  that  at  the  25-cent  Federal  rate  private  insurance  is  so 
much  a  better  buy,  and  many  companies  feel  that  regardless  of  the 
rate,  there  is  currently  adequate  private  riot  reinsurance  and  there 
is  no  need  for  the  Federal  program. 

Others  feel  while  there  may  not  be  a  need  today,  we  don't  know 
what  tomorrow  will  bring,  we  don't  know  what  will  happen  to  the 
market,  and  as  a  result,  the  Board  of  Directors  will  vote  on  April 
7th  on  the  position  to  take  on  the  riot  reinsurance  program  and 
will  report  to  this  committee  on  the  result  of  that  vote. 

With  respect  to  the  crime  insurance  program,  the  AIA  again 
urges  continuation  of  the  program.  We  recognize  that  in  most  of 
the  States  where  the  insurance  is  available,  there  is  not  a  heavy 
utilization  of  the  program,  that  the  number  of  insureds,  business, 
and  residential,  has  not  been  great  over  the  years,  but  we  believe 
in  the  basic  premise  on  which  the  program  was  brought  into  being, 
namely  that  in  high-loss  States,  it  is  impossible  to  make  crime  in- 
surance available  for  high-risk  insureds  in  high-hazard  areas  at 
rates  they  could  afford. 

That  was  the  premise  of  the  bill  originally.  In  States  such  as 
New  York,  which  has  the  bulk  of  the  business,  the  bulk  of  the 
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losses  and  the  bulk  of  the  risk,  there  is  no  way  that  without  a 
heavy  subsidy,  private  insurers  could  make  this  insurance 
available. 

We  believe  that  for  high-risk  areas  the  Federal  crime  insurance 
program  is  the  best  solution  possible  and  we  have  not,  as  an  associ- 
ation, been  able  to  develop  a  better  solution  ourselves. 

We  do  not  believe  that  in  high  crime  areas  we  can  make  this  in- 
surance available  at  rates  that  people  can  afford,  because  of  the 
nature  of  the  private  insurance  mechanism,  where  rates  are  to  be 
set  on  the  basis  of  actual  experience. 

Therefore,  the  subsidy  is  needed.  We  believe  the  Federal  pro- 
gram is  still  the  best  solution.  Thank  you  very  much. 

[Mr.  Bernstein's  prepared  statement  on  behalf  of  the  American 
Insurance  Association,  and  a  letter,  dated  April  19,  1982,  in  regard 
to  the  referred-to  April  7  meeting  of  the  association's  board  of  di- 
rectors, follow:] 
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On  Behalf  Of 

THE  AMERICAN  INSURANCE  ASSOCIATION 
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SUBCOMMITTEE  ON  HOUSING  AND  COMMUNITY  DEVELOPMENT 
Of  The 
COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 
U.  S.  HOUSE  OF  REPRESENTATIVES 

April  1,  1982 
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The  I^Mgriciin  Insorance  Association  (AIA)  vas  oos  of  ths 
leading  proponents  and  supporters  of  the  Hational  Flood  Insur- 
ance Prograa  and  the  Urban  Property  Pr^tectios  and  Beinsurance 
Prograa,  both  of  vhich  vere  enacted  in  1968.   Since  the  passage 
of  the  Federal  Criee  Insurance  Act  in  1970,  AIA  has  also  supported 
the  goals  of  that  prograa. 

After  Bore  than  a  decade  of  operation «  Congress  is  again 
faced  with  the  question  of  vhether  these  three  prograas  should 
be  continued  beyond  their  expiration  date  of  S€SpteHber  30 «  19t2. 

Mational  Flood  Insurance  Prograa 

The  Blational  Flood  Insurance  Prograa  vas  enacted  because 
broadly  based,  «< If -supporting  private  insurance  against  flood 
losses  was  iapossible.   Congress  recognized  that  the  flood  hazard 
is  essentially  uninsurable.   Floods  coobine  the  eleaents  of  low 
frequency  of  ::;-,rrer.z5  and  high  severity  of  loss  that  are  in- 
consistent with  a  sound  insurance  prograa  because  of  the  inability 
to  spread  the  risk  and  the  resultant  extreae  adverse  selection. 

Cd^^aratively  fev  persons  expect  flood  losses  and  only 
the  Bost  h^z3.r^^^lY   located  of  these  choose  to  purchase  insur- 
ance.  Of  those  issured,  a  relatively  high  percentage  actually 
suffers  losses.  .\z"zztLr^ly,   with  a  saall  preaiua  base  fro« 
which  to  pay  losses  to  those  insured  properties  that  are  flooded, 
the  premiums  required  froa  each  insured  to  cover  the  exposure 
would  be  prohibitively  expensive. 

Congress  appreciated  these  probleas,  and  undertook  the 
development  of  the  Hational  Flood  Insurance  Prograa  with  no 
illusions.   The  1968  Act  was  a  trade  off.   It  provided  that 
the  federal  govemaent  would  coapensate  victias  of  flood  losses 
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who  had  already  located  in  flood  prone  areas.   However,  with 
respect  to  new  construction  in  areas  where  the  flood  hazard 
was  known  and  documented,  federal  flood  insurance  would  be 
available  only  if  proper  locational  and  construction  decisions 
were  made  by  committees  and  individuals. 

Congress  also  recognized  that  the  cost  of  flood  coverage 
would  be  equally  prohibitive  whether  it  was  sold  by  the  federal 
government  or  private  insurers.   Thus,  Congress  provided  for 
heavily  subsidized  premium  rates  for  existing  construction  and 
established  a  federal  mechanism  for  covering  the  deficit. 

Subsidies  against  the  real  cost  of  coverage  were  at  the 
heart  of  the  National  Flood  Insurance  Program.   If  subsidies 
had  not  been  necessary,  there  would  have  been  no  need  for  a 
federal  program.   If  subsidies  had  not  been  provided,  a  federal 
progreun  would  have  been  a  failure. 

Nevertheless,  the  Act  directed  that  after  appropriate 
technical  information  on  the  flood  hazard  had  been  provided  to 
local  communities,  premium  rates  for  new  construction  would  be 
set  on  an  actuarial  rather  than  a  subsidized  basis.   Congress 
so  structured  the  Act  for  several  reasons:   no  subsidy  was  in- 
tended for  development  that  disregarded  actual  documentation 
of  flood  hazards;  actuarial  rates  for  new  construction  would 
create  an  economic  incentive  for  safer  development;  amd  if 
proper  construction  practices  were  implemented,  properties 
were  likely  to  be  sufficiently  safe  from  flooding  to  permit 
premium  rates  that  were  affordeOsle  without  a  subsidy. 

As  Federal  Insurance  Administrator,  I  testified  before 
this  Subcommittee,  the  Senate  program  Subcommittee  and  the 
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gytior  T*gT  abCM^  sac±i  jgtMPT  kssards  «s  e«rtiiqnBal»v  «vai  this 
sem^r  sf  *i-  ■  ■-^-^»^  fl3od  issoraace  rares  is  far  fzoB  a  sdenoe. 
T^ae  inrrg^trta^ility  of  vla£  aind  wave  elBimy..s>  tba  lew  fraqoaacy, 
hi^  screrit?  aatiore  of  the  risk  aad  ^be  2>aed  ^o  usa  sacli  es^- 
sates  as  t2«  *10D  vear  flood*  as  a  stazkdard  for  both  rata —ting 
aad  hazard  xitJ.aat.ian.  do  2iot  permit  the  precision  that  one  voald 
hope  for  in  aa  iasuraaoe  program. 

Accordingly,  xassive  losses  aad  high  cost  to  the  Treasury 
vere  expected  for  aaay  years  until  the  location  and  quality  of 
nev  coastnactioc  aad  the  prealTzas  allocable  thereto  vould  o^rer- 
take  the  risk  represented  by  structures  currently  exposed  to 
severe  flood  damage. 

Moreover,  Congress  appreciated  that  vlth  the  presduB  sub- 
sidy ai^  actuarial  uncertainty  inherent  in  the  program,  unless 
the  hazard  mitigation  requirements  of  the  Act  %iere  strictly  an- 
forced,  the  massive  costs  vould  be  unjustified.   Absent  such 
enforcement,  relatively  inexpensive  federally  subsidised  premiums 
i#oiild  actually  encourage  irresponsible  construction  in  flood 
prone  areas.   The  result  vould  be  greater  losses  than  vould 
have  occurred  without  a  federal  flood  Insurance  program. 

It  should  come  as  no  surprise  that  the  program  has  paid 
well  over  a  billion  dollars  in  claims,  which  even  without  the 
significant  additional  expenses  of  engineering  and  napping  and 
the  administration  of  the  program,  far  exceed  premium  income. 
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These  costs  constitute  an  investment  in  the  long  term  goal  of 
safer  construction  and  wiser  use  of  flood  prone  areas,  and 
reflect  the  underlying  premise  of  the  program  that  eventually 
the  cost  to  taxpayers  would  be  less  under  a  balanced  flood  in- 
surance progr2un  than  under  the  haphazard,  ad  hoc  approach  of 
disaster  relief. 

Whether  this  investment  is  paying  off  is  a  question  which 
Congress  roust  assess  in  determining  whether  to  continue  the  commit- 
ment of  taxpayer  dollars  to  the  subsidization  of  flood  insurance. 
Under  the  1973  Flood  Hazard  Protection  Act,  which  mandates  that 
flood  insurance  be  purchased  for  any  structure  in  a  high  hazard 
area  if  a  mortgage  is  issued  by  a  federally  insured  lending  insti- 
tution, the  current  $100  billion  of  federal  exposure  under  this 
progr£un  will  continue  to  grow.   Only  if  the  progr2un  is  adminis- 
tered efficiently  amd  the  hazard  mitigation  provisions  are  wisely 
and  earnestly  enforced  will  the  federal  investment  be  justified. 

The  Federal  Insuramce  Administration  (FIA)  has  reaffirmed 
its  commitment  to  the  hazard  mitigation  aspects  of  the  program. 
Nevertheless,  there  are  very  real  pressures  from  private,  local, 
state  and  federal  sources  who  would  prefer  that  enforcement  take 
place  in  someone  else's  community  or  not  at  all.   Unless  the 
Congress  and  the  Administration  encourage  the  FIA  to  withstand 
these  pressures,  the  goals  of  the  program  will  not  be  achieved. 

The  new  Adminstration  of  FIA  has  indicated  its  desire 
that  private  insurers  again  play  a  role  in  the  flood  insuramce 
program.   Until  1978,  insurance  companies  bore  a  share  of  the 
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*     The  industry  share  was  roughly  proportionat*  to  th*  ratio  of 
the  prexiuB  dollars  actually  realized  through  «ubsldit*d  rat«« 
to  the  actaarx2Ll  rate.      Insurers  also  could  purchase  reiASuranc# 
froa  the   federal   governcient  against  excess   losses. 
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of  the  1968  legislation  are  being  carried  out  and  can  be  expected 
to  have  the  continued  support  of  Congress  and  the  Administration. 

Whether  a  private  risk  sharing  program,  similar  to  or 
incorporating  the  principles  of  the  industry-FIA  agreement  that 
was  abrogated  in  1978,  cam  be  reconstituted,  thus  depends  on 
an  assessment  of  the  fiscal  and  political  climate  to  determine 
if  a  viable,  soundly  based  flood  insuraunce  program  is  feasible, 
and  if  the  insurance  industry  cam  work  out  a  cooperative  arrange- 
ment through  which  its  interests  and  those  of  the  public  are 
adequately  protected. 

It  has  been  suggested  by  the  FIA  that  even  in  the  aUdsence 
of  a  private  risk  bearing  role,  insurers  may  be  interested  in 
acting  in  an  administrative  or  servicing  capacity  to  the  National 
Flood  Insurance  Program.   We  are  advised  that  the  servicing 
agreement  between  FIA  and  its  current  contractor,  EOS  Federal, 
expires  on  September  30,  1982,  but  that  FIA  intends  to  extend 
it  for  one  year.   There  are,  no  doubt,  certain  AIA  companies 
that  might  wish  to  explore  what  role  they  could  play  to  supple- 
ment or  replace  EDS  Federal's.   Among  the  open  questions  are 
whether  insurers  could  bid,  individually  or  as  a  group,  on  the 
servicing  of  certain  jurisdictions  or  if  the  contract  will  be 
rebid  on  a  coxintry  wide  basis,  and  whether  insurers  will  be 
able  to  bid  on  all  or  a  portion  of  the  functions  now  being 
performed  by  the  contractor. 

In  any  event,  the  AIA  will  certainly  offer  the  FIA 
whatever  technical  assistamce  is  possible,  at  the  same  tiae  that 
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late  1960s.   Congress  recognized  that  insurance  availeOsility 
problems  would  continue  if  private  insurers  were  concerned 
about  concentration  of  urban  property  exposures  and  uncertain 
of  the  availability  of  private  reinsurance. 

The  legislation  established  conditions  that  were  to  be 
met  in  assuring  residents  and  businessmen  basic  property  insur- 
ance coverage  through  state  administered  FAIR  plans,  but  the 
1968  Act  did  not  interfere  with  the  state  ratemaking  process 
or  the  prerogatives  of  individual  insurers  to  exercise  sound 
underwriting  judgments.   The  American  Insruance  Association 
not  only  enthusiastically  supported  the  1968  legislation,  but 
its  companies  were,  in  the  forefront  in  purchasing  federal  riot 
reinsurance. 

Through  the  FAIR  plans  and  directly,  insurers  have  made 
significant  amounts  of  insurance  available  in  urban  areas. 
Since  inception  of  the  program,  some  three  million  FAIR  plam 
policies  have  been  issued  to  residents  and  businessmen  in 
the  28  states  with  FAIR  plans.   $1.8  billion  in  claims  have 
been  paid  to  FAIR  plan  insureds.  FAIR  plans  have  paid  out 
almost  $500  million  more  than  they  have  received  in  premiums 
and  investment  income. 

Unlike  the  federal  flood  insurance  progr£un,  there  has 
never  been  a  subsidy  of  federal  riot  reinsurance  premiums. 
Rates  were  to  be  set  on  the  basis  of  the  actual  exposure  of 
the  federal  government.   From  the  beginning,  the  federal  re- 
insurance rate  took  into  consideration  the  existence  of  a  state 
obligation  to  share  in  the  federal  losses,  as  well  as  the 
right  of  the  FIA  to  assess  private  insurers  (in  addition  to 
their  premium  payments) ,  for  a  certain  level  of  federal  losses. 
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losses.   If  such  losses  occur,  these  costs  will  have  to  be 
funded,  at  least  initially,  by  borrowing  from  the  Treasury, 
and  the  potential  exists  for  assessments  against  insurers  who 
remain  in  the  program.   Not  only  has  this  development  reduced 
the  soundness  of  the  federal  program,  but  it  adds  another  dis- 
incentive to  continued  insurer  participation. 

Today,  private  market  riot  reinsurance  is  readily  avail- 
able   at  reasonable  cost  and  few  companies  can  be  expected  to 
purchase  federal  coverage  that  is  excessively  priced.   Further- 
more, insurers  believe  that  they  are  better  prepared  today  to 
respond  in  an  orderly  fashion  following  an  outbreak  of  serious 
rioting. 

Accordingly,  despite  the  past  success  of  the  federal 
riot  reinsurance  program  in  encouraging  the  availability  of 
essential  insurance  in  urban  areas,  many  AIA  companies  do  not 
believe  that  federal  riot  reinsurance  is  needed  at  this  tine. 
Nevertheless,  the  AIA  Board  of  Directors  has  not  yet  had  an 
opportunity  to  vote  on  whether  to  change  its  position  from 
that  taken  last  year  when  the  AIA  was  the  only  insurer  group 
to  testify  in  favor  of  continuation  of  the  federal  riot  rein- 
surance program. 

The  AIA  Board  of  Directors  will  consider  this  issue  on 
April  7,  and  its  position  will  be  conveyed  to  this  Connittee. 
Among  the  options  that  the  Board  will  consider  will  be  extension 
or  termination  of  the  program,  and  as  a  third  alternative,  sus- 
pension of  the  program  so  that  it  could  be  promptly  reinstituted 
in  the  future  if  the  need  arises. 
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Federal  Criae  TnsnraTwrp 

In  enacrtlng  the  Federal  Criae  Insurazice  Prograa  in  1970, 
Congress  acknovledged  that  criae  losses  in  certain  urban  areas 
were  as  oninsorable  as  those  froa  floods. 

The  1970  Federal  Insurance  Administration  Report,  which 

preceded  the  Congressional  action,  found  that: 

"The  choices  we  have  as  a  society  are  not  easy,   lie 
■ust  decide  not  only  whether  we  want  to  save  our  urban 
areas,  but  also  whether  we  are  irilling  to  pay  the 
price.   This  report  demonstrates  that  traditional 
insurance  approaches  are  inappropriate  to  the  problem 
of  crime  losses  in  the  areas  most  seriously  affected. 
It  is  impossible  for  the  residents  of  these  areas  to 
bear  the  full  financial  burden  of  either  their  unin- 
sured losses  or  their  own  insurance  costs  as  traditionally 
determined  under  the  rating  laws  of  the  several  States. 
If  i#e  are  to  compensate  these  residents  for  crime  losses, 
the  cost  of  this  compensation  must  in  part  be  borne  by 
others."* 

Following  issuance  of  that  report.  Congress  chose  not  to 
rely  on  state  solutions  to  the  problem,  smd   developed  a  direct 
federal  program  to  compensate  crime  losses.   As  with  federal 
flood  insurance,  there  were  no  illusions  that  the  program  would 
be  self -sustaining,  and  Congress  decreed  that  premiums  were  to 
be  "affordable",  rather  than  actuarially  sound,  so  that  residents 
and  businessmen  in  high  crime  areas  could  purchase  the  coverage. 
While  it  was  intended  that  in  the  early  years  of  the  program 
costs  would  be  advanced  from  the  riot  reinsurance  surplus  in 
the  National  Insurance  Development  Fund  (NIDF) ,  it  was  under- 
stood that  appropriations  would  ultimately  be  required.   No 


*   Report  on  Availaibility  of  Crime  Insurauice  &  Surety  Bonds  in 
Urban  Areas >  Federal  Insurance  Administration,  U.  S.  Department 
of  Housing  and  Urban  Development,  1970,  p.  3. 
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such  appropriations  were  made  and  crime  insurance  losses  have 
wiped  out  the  more  than  $120  million  surplus  of  the  NIDF,  which 
as  of  the  end  of  FY  1981,  showed  a  deficit  of  more  than  $7 
million. 

Despite  extensive  protective  device  requirements,  which 
private  insurers  would  find  difficult,  if  not  impossible,  to 
enforce,  the  federal  government  has  paid  more  than  $3  in  losses 
and  expenses  for  every  dollar  of  premium  income — about  $200 
million  has  been  expended  against  approximately  $60  million  in 
premium  income.   Nevertheless,  such  losses  are  consistent  with 
the  Congressional  intent  in  enacting  a  progreun  that  was  not 
true  ''insurance'*,  but  was  a  response  to  a  social  problem  of 
such  scope  in  certain  states  that  private  solutions  were  un- 
likely. 

Nothing  has  changed  in  the  last  twelve  years  to  bring 
the  reasoning  behind  the  premium  structure  of  the  1970  Act  into 
question.   Excessive  crime  losses,  concentrated  in  heavily  pop- 
ulated urban  areas  would  still  require  insurance  premiums  that, 
without  a  subsidy,  would  prove  prohibitive,  regardless  of  whether 
such  coverage  was  sold  by  the  federal  government  or  by  private 
insurers. 

The  federal  government  may  choose  to  reevaluate  its  de- 
cision that  the  social  problem  of  crime  losses  should  be  addressed 
by  a  government  progreun,  or  that  on  a  relative  scale  of  values, 
crime  insurance  ranks  sufficiently  high  to  justify  the  costs 
that  must  ultimately  be  borne  by  the  Treasury  and  the  taxpayers. 
But  the  actual  experience  of  the  Federal  Crime  Insurance  Program 
is  devastating  proof  that  compensation  for  losses  from  crime 
cannot  be  accomplished  without  a  subsidy. 
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Prooraoi  adjsstaests,  iracliadliia  preni^m  iacx^asfts,  aay 
be  varranred,  snst.   aeitber  rber  aor  Increased  deductibles  aor 
stepped  up  eafcrceaprt  of  protective  reqT2ire»eats  vill  alter 
the  basic  need  for  sisbs^dies  in  aoltiples  of  the  preaduBS 
charged. 

Undoubtedly «  there  are  states  in  the  Federal  CriJM  In- 
surance Progran  vhere  both  nusfeer  of  insureds  and  losses  are 
minimal  enough  for  coverage  to  be  provided  through  private  or 
state  mechanisms.   However,  in  high  crime  areas  where  there  is 
significant  demand  for  the  coverage,  the  magnitude  of  the 
exposure  precludes  private,  non- subsidized  solutions. 

Insurers  must  base  their  rates  on  actual  experience,  and 
the  private  insurance  mechanism  is  not  structured  to  provide 
the  extensive  subsidies  required  by  a  social  insurance  program. 
As  long  as  government  desires  an  "affordable"  premium  strxicture 
to  insure  against  a  severe  social  problem,  the  federal  crime 
insurance  program  is  the  most  appropriate  method  for  providing 
crime  insurance  to  high  risk  insureds. 


The  American  Insurance  Association  has  supported  the 
federal  flood,  riot  and  crime  insuraoice  programs  since  their 
inception.   Whatever  approach  is  taken  on  the  continuation  of 
these  programs,  the  AIA  and  its  companies  will  continue  to 
work  with  the  Congress  and  the  Administration  to  help  make 
essential  insurance  coverages  available. 
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OEOROE    K.    BERNSTEIN 

ATTORNEY    AT     LAW 

I730    K    STREET,  N.  W. 

WASHINGTON.    D.  C.   20006 

(202)   452-aOIO 


NEW  romn.   orrtce 

70    PINE   STREET 

April  19,  1982  new  tcr^.n.  y.  .ooo* 


Honorable  Henry  B.  Gonzalez 

Chairman 

Subcommittee  on  Housing  and 

Community  Development 
U.  S.  House  of  Representatives 
Washington,  D.  C.   20515 

Dear  Chairman  Gonzalez: 

On  April  1,  1982,  in  my  testimony  on  behalf  of  the 
American  Insurance  Association  (AIA) ,  I  indicated  that  the 
AIA  Board  of  Directors  would  meet  on  April  7  to  determine 
the  Association's  position  on  extension  of  the  federal  riot 
reinsurance  program. 

As  I  testified,  private  market  riot  reinsurance  is 
currently  available  at  reasonable  cost   and  as   insurers  be- 
lieve that  they  are  better  prepared  today  to  respond  in  an 
orderly  fashion  following  an  outbreak  of  serious  rioting, 
few  companies  cam  be  expected  to  purc>iase  the  federal  coverage 
when  it  is  excessively  priced  as  it  is  today. 

Nevertheless,  over  the  years,  the  federal  riot  rein- 
surance program  has  succeeded  in  encouraging  the  availability 
of  essential  insurance  in  urban  areas  and  despite  the  drop  in 
the  number  Of  insurers  that  are  purchasing  the  federal  coverage, 
the  AIA  believes  that  the  continued  existence  of  the  program  is 
necessary. 

Accordingly,  the  AIA  Board  of  Directors,  at  its  April  7 
meeting,  voted  to  support  continuation  of  the  program. 

Many  insurers,  particularly  smaller  ones,  still  purchase 
federal  riot  reinsurance  and  the  AIA  would  not  deny  them  the 
opportunity  to  retain  this  security.   Moreover   if  circumstanceft 
change,  and  if  federal  riot  reins or ance  again  becomes  critical, 
as  it  did  in  196S   it  would  seem  unwise  to  terminate  the  program 
only  to  have  to  seek  new  legislation  to  resurrect  it. 

Under  the  existing  legislation,  no  insurer  is  required  to 
purchases  the  federal  coverage,  and  its  availability  is  unlikely 
to  impose  financial  costs  on  any  insurer  that  chooses  to  obtain 
its  riot  reinsurance  only  in  the  private  market.   Those  insurers 
that  oppose  the  prograun  are  free  to  ignore  it  without  penalty  or 
burden . 

Furthermore,  the  cost  to  the  federal  government  of  retain- 
ing the  program  is  minimal.   Since  inception  in  1968,  total  program 
ttxpenaea  haw  been  only  $4  million.   Against  these  costs,  the 
government  has  netted  $120  million  over  the  life  of  the  program, 
even  after  payment  of  all  reinsured  losses. 

The  advantages  of  continuing  the  federal  riot  reinsurance 
progreun  impel  the  AIA  to  urge  extension  by  the  Congress. 

I  request  that  this  letter  be  made  a  part  of  my  testimony. 

Thank  you. 

Sincerely,   r 


George  K.  Bernstein 
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Its  elimination  will  not  have  an  adverse  effect  on  the  general 
availability  of  property  insurance  in  urban  areas. 

When  we  appeared  before  this  subcommittee  on  April  7,  1981,  we 
predicted  that  a  large  number  of  primary  insurers  would  not  con- 
tinue to  purchase  the  reinsurance  from  the  Federal  Government. 

We  understand  that  today  only  98  insurance  companies  purchase 
the  reinsurance,  whereas  there  were  300  companies  buying  the  pro- 
tection during  the  previous  contract  year. 

In  our  opinion,  the  riot  reinsurance  program  is  an  outstanding 
example  of  a  Federal  program  which  can  be  terminated  without 
loss  of  services  or  benefits  to  the  community. 

The  only  justification  for  Federal  involvement  in  providing  insur- 
ance protection  is  when  such  coverage  is  essential  or  when  it  is  not 
readily  available  in  the  private  insurance  market.  Neither  condi- 
tion exists  today. 

Our  members  have  taken  into  consideration  the  socioeconomic 
condition  of  our  depressed  economy.  They  understand  that  predic- 
tions have  been  made  concerning  the  possibility  of  civil  disturbance 
arising  during  a  hot  summer. 

In  spite  of  this,  our  members  have  reexamined  the  market  situa- 
tion and  made  a  positive  business  decision  that  Federal  riot  rein- 
surance is  a  program  that  has  outlived  its  usefulness  and  is  no 
longer  needed. 

FEDERAL  CRIME  INSURANCE  PROGRAM 

The  Federal  crime  insurance  program  was  established  under  the 
1968  Urban  Property  Protection  and  Reinsurance  Act. 

The  act  authorized  the  Federal  Government,  as  an  insurer,  to 
provide  crime  insurance  at  an  affordable  price  in  any  State  that 
has  a  critical  crime  insurance  availability  problem  and  does  not 
have  an  appropriate  State  program  to  provide  a  solution. 

The  crime  insurance  program  became  effective  August  1,  1971. 
This  program  should  not  be  reauthorized  for  fiscal  year  1983. 

The  availability  of  crime  insurance  is  not  a  national  problem  but 
an  individual  State  problem. 

The  bulk  of  the  policies  have  been  issued  in  New  York,  Pennsyl- 
vania, Florida,  and  Massachusetts.  Approximately  71,000  policies 
are  currently  in  force  in  30  jurisdictions  with  60  percent  of  the  poli- 
cies issued  in  New  York. 

In  a  State  where  a  crime  insurance  availability  problem  has  been 
demonstrated,  a  solution  to  the  problem  should  be  tailor-made  to 
meet  the  needs  of  consumers  for  that  State. 

We  are  willing  to  help  establish  an  effective  program  in  those 
communities  where  a  problem  exists  and  are  committed  to  working 
with  State  administrations  toward  this  end. 

NATIONAL  FLOOD  INSURANCE  PROGRAM 

The  Alliance  has  been  a  strong  and  diligent  supporter  of  the  na- 
tional flood  insurance  program.  Its  members  were  most  active  in 
helping  set  up  the  program  prior  to  its  enactment  in  1968. 

Following  enactment,  we  urged  our  member  companies  to  fully 
support  the  development  of  the  program,  to  promote  the  sale  of 
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flood  insuranoe  policies,  to  offer  daiiiis  and  othn*  am  vice  ezpartise 
and  to  participate  with  Government  as  ridk-sharing  partners. 

During  the  first  10  years  cf  its  existence — 1968-78— the  national 
flood  insurance  program  operated  as  a  partnership  betwe^i  inrivate 
industry  and  the  Federal  Government. 

In  ^ite  ci  the  success  cf  the  coc^ierative  program,  the  Federal 
Insurance  Administration,  for  reascms  of  its  own,  decided  to  dis- 
solve the  partnership.  FIA  began  to  operate  the  program  unilater- 
ally on  January  1,  1978,  predicting  that  they  could  do  it  cheaper 
and  better  witlxHit  private  industry  involvement. 

However,  this  has  not  proven  to  be  true. 

The  present  administration  has  indicated  an  interest  in  renewing 
the  prior  Government/industry  partnership.  The  Alliance  has  been 
asked  to  participate  in  an  effort  to  help  make  the  national  flood 
insurance  program  operate  on  a  more  businesslike  basis. 

Hie  goal  ci  the  Federal  Insurance  Administrator  is  to  minimiae 
direct  Federal  involvement  in  the  program. 

FIA  has  sought  input  from  the  Alliance  as  to  alternatives  which 
would  improve  the  present  operation  of  the  program. 

The  objective  is  to  identify  problems  in  the  present  operation  of 
the  program  so  that  steps  can  be  taken  to  mitigate  as  many  of  the 
present  problems  as  possible,  thereby  creating  a  climate  in  which 
the  Alliance,  and  other  segments  of  the  insurance  industry,  could 
participate. 

Mr.  Chairman  and  members  of  the  subcommittee,  we  thank  you 
for  this  opportunity  to  present  our  views.  I  will  be  pleased  to 
answer  questions. 

[Mr.  Jones'  prepared  statement,  on  behalf  of  the  Alliance  of 
American  Insurers,  follows:] 
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TESTIMONY  OF  THE 

ALLIANCE  OF  AMERICAN  INSURERS 

BEFORE  THE 

SUBCOMMITTEE  ON  HOUSING  AND  COMMUNITY  DEVELOPMENT 

OF  THE 

HOUSE  COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 
AT  OVERSIGHT  HEARINGS  ON  THE  REAUTHORIZATION 

OF  THE 

URBAN  PROPERTY  PROTECTION  AND  REINSURANCE  ACT 

AND 

NATIONAL  FLOOD  INSURANCE  ACT 


james  e.  jones/  jr. 
April  1,  1982 
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St.   r^MiT^T  and  mafii  i  i    of  titt  S^xxmrnxttjem,   thm  fclli— fi>  1ms  < 
before  t&ls  ""iiIb  r— itna    ob  sevcraLl  occasiOBS  to  o^nss  o«r  v1«hs 
tiae  reaotJxaz-ixatJjQn  of  Hie  Federml  Kiot^  Biiiii  iii  ■■■  *  Pxoqnm.     Ws  Imtvs 
in  9ood  cx&scioQSDess,   tlist:  t^e  Fedefcal  Picw^jm  vks  aot  »niilirl  «ad  atxotly 
urged  tiiis  TuU  iimiH  Ti<    wot  to  reaattaorixe  t^e  Pxoqnm.     0«r  position  tes 
not  r-K«i*ry^  diK-i-ag  tbis  period.      la  fact^,  today  ^ie  are  aoKe  oonvijioad  ttea 
ever  tbmz  tibis  Federal  Pruyi-aa  ^wiold  be  terainafd. 
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The  Urbem  Property  Protection  and  Reinsurance  Act  of  1968  authorized 
the  Federal  Government  to  sell  riot  reinsurance  to  private  insurance  com- 
panies following  the  mid-1960 's  urban  riots.   The  Act  assured  that  essential 
property  insurance  would  remain  available  in  the  urban  areas,  and  other  areas 
of  the  state,  suffering  from  an  inadequate  property  insurance  market.   The 
national  advisory  pimel  established  by  President  Johnson  in  1967  to  study 
the  problem  of  insurance  availability  in  the  riot  affected  areas  of  our 
cities  concluded  that  a  joint  government/private  industry  program  t#as  needed. 
The  Alliance,  at  that  time,  strongly  supported  that  decision. 

The  Federal  Riot  Reinsurance  Program  has  been  in  effect  for  14  years. 
It  has  been  a  highly  successful  joint  venture  among  private  industry,  state 
anid   Federal  Governments.  The  Program  has  not  necessitated  any  Federal 
funding  to  date.   All  the  claims  which  have  been  paid  from  inception  of  the 
Act  by  the  Federal  Riot  Reinsurance  Program  have  come  out  of  reinsurance 
premiums  collected  from  participating  insurers.   In  fact,  premiums  collected 
by  the  Federal  Government  at  one  time  exceeded  losses  paid  by  approximately 
$140  million.   It  should  be  noted,  hovrever,  that  the  Federal  Insxirance 
Administration  has  used  this  reserve  to  pay  for  the  growing  operating 
losses  arising  from  the  Federal  Crime  Insuremce  Program,  and  that  this 
reserve  is  now  depleted. 

Insurers  who  participated  in  state  pooling  arrangements  known  as  FAIR 
(Fair  Access  to  Insurance  Requirements)  Plans  were  qiialified  to  ptirchase  the 
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Federal  Reinsiarance.  PAIR  Plans  hava  bean  succassful  frcot  a  puhlLc  policy 
standpoint  in  that  they  have  provided  the  basic  property  insurance  necessary 
for  the  r Gcons true t ion  of  our  cities.  They  have  also  becone  an  intricate 
part  of  the  insurance  market  net%#ork.   Sone  of  the  Plans  h4v«  ck tended 
considerably  beyond  just  providing  essential  insurance  and  are  noir  of ferijnf9 
to  urban  residents  a  choice  of  insurance  ccv^raqes  sinil^r  to  that  available 
in  the  voluntary  market.  The  Plans  in  Illinois,  Havuchasettfif  Bhodc  Islaikd, 
Wisconsin  and  Ohio  now  issue  a  ho—owners  package  policy. 

As  previously  mentioned,  the  availability  of  Federal  Riot  Reirt6ur«ice 
%^s  essential  to  the  establishitetit  t>f  FAIR  Plans.   Today*  hcvewr,  market 
conditions  have  vastly  changed.  Private  reinsurers  have  retui-nvd  to  the 
urban  riot  and  civil  commotion  market.   Xn  fact,  there  is  aiiplfl  private 
reinsurance  capacity  today  so  that  no  priAary  insurers  need  to  turn  to  the 
Federal  Government  for  such  a  market.   In  our  opinion,  the  service  and 
benefits  provided  by  the  Federal  Program  can  now  best  be  provided  throxigh 
the  private  reinsurance  market. 

Because  of  the  already  reduced  role,  and  the  expectation  on  our  pnr^  of 
further  attrition  of  the  Program  through  marJwt  forces  iJi  the  eoaing  HDnths-f 
%#e  again  urge  that  this  Program  be  terminated.   Its  elimination  will  not 
have  any  adverse  effect  on  the  general  availability  of  property  instirance 
in  urban  areas.  This  assertion  is  based  in  part  on  a  poll  of  Alliance  members 
which  %#e  conducted  several  years  ago.  Our  meiaber  companies  tell  us  that  re- 
insurance is  indeed  necessary  for  them  to  insure  urban  high  ri^k  ajr«as. 
However,  such  reinsurance  can  be  purchased  through  the  private  reinsurance 
market  on  terms  and  at  a  cost  more  favorable  than  the  existing  Federal  In- 
surance Program.  Furthermore,  primary  insurance  can  be  liade  available^  at 
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reasonable  cost,  to  homeowners  and  small  businesses  in  inner  city  areas 
through  the  FAIR  Plans  even  if  Federal  Riot  Reinsurance  is  no  longer  avail- 
able. 

The  continuation  of  state  FAIR  Plans  is  not  dependent  on  the  existence 
of  the  Federal  Riot  Reinsurance  Progreun.   There  has  not  been  an  atteiapt  to 
discontinue  the  operation  of  these  state  Plans  in  any  of  the  nine  states 
which  no  longer  qualify  under  the  Act. 

All  of  the  FAIR  Plan  states  except  three  (Georgia,  Maryland  and  Pennsylvania) 
have  adopted  legislation  which  assures  that  the  Plans  will  continue  to  exist 
independently  of  the  Federal  Act  and  efforts  are  now  being  made  in  these  three 
states  to  enact  such  legislation. 

When  the  riot  reinsurance  reserve  fund  became  exhausted,  the  FIA,  on 
October  1,  1981,  increased  the  premiums  from  $.025  per  100  to  $.25  per  100. 
This  amount,  we  believe,  exceeds  the  rate  charged  by  private  reinsxirers  and 
has  led  to  a  dramatic  shift  by  private  insurers  away  from  the  Federal  In- 
surance Program.   When  we  appeared  before  this  Subcommittee  on  April  7,  1981, 
we  predicted  that  a  large  number  of  primary  insurers  would  not  continxae  to 
purchase  t^e  reinsurance  from  the  Federal  Government  If  the  rate  were  in- 
creased. We  understand  that  today  only  98  insurance  companies  purchase  the 
reinsurance,  whereas  there  were  300  companies  buying  the  protection  during  th« 
previous  contract  year. 

The  Administration  has  made  it  clear  that  it  wants  to  terminate  those 
programs  which  have  become  redundant  or  those  whose  purpose  can  best  be 
accomplished  through  reliance  on  the  private  sector.   In  our  opinion,  the 
Riot  Reinsurance  Program  is  an  outstanding  example  of  a  Federal  Program  which 
can  be  terminated  without  loss  of  services  or  benefits  to  the  community.  The 
only  justification  for  Federal  involvement  in  providing  insurance  protection 
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t±ixr  imx  osit-l^vBd  Its 


DriaE&  Prooer-rf  Protasrti^K,  ood  H^i  us-nratace  Act:.     SiS  Het  wHlw  Imfc  t^e 
Fedezral   Scn«enMeDi,  ^  se  laatuna. ,   to  pcoride  criae    i  ii  i  ■  mm  i   at  «i  affordibl* 
pK-2.::e  Ix  S17  s:t;xt:e  t^Kt:  tas  •  crit-icAl  criae  iwT^ytiL*  xwaxXability  pvoblcB 
aa£  does  acTt  barwe  ^  apprvcrlats  state  |»09x<w  to  pron'itdle  «  aoliBtifai.     TIk 
cnse   iTwraraaoc  i*o%aa»  1  1  1  mi    effective  Jtegost  1,    1971. 

T^ae  Alllsaoer   is  fRviovs   iiiciat  ■iw.i.s  before  t^is  *>iaiir— itlua,  did  aot 
•Lake  a  posltdOB  on  tlae  reaotiKaruatioa  of  tlK  Pxoqnm.  Ws  ewrtfi  atiiai  tia^  warn 
tix  AdKixJ-rtzratljaB  bas  takea  ti»  position  tbat  tlie  Pro9raM  doold  not  be 
airt±D2^1xed  for  FT*  83.     «e  s^ifiort  tills  decision  of  tbe  Miuxiistratian. 

I2  orsz  cpinioe,   tbe  Federal  Criae  Insoranoe  PrograM  lias  not  been  a 
sac^:«ss  and  Is  a  "social  prograei"  ratber  tbaxi  an  iBSuraaoe  ptoqtmm.     Tbe 
Prograe  is  si^jsidised  trf  tbe  Oovemaent  la  order  for  tJw  iwiiw  to  be  af- 
fordable as  required  nnder  the  statute.     To  oontinoe  tJw  Program,  under  this 
oooditioc.   a  $S0  nillion  appropriation  Is  required. 
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The  lack  of  availability  of  crime  insurance  is  not  a  national  problem 
but  an  individual  state  problem.   The  bulk  of  the  policies  have  been  issued 
in  New  York,  Pennsylvania  and  Florida.   Approximately  77,000  policies  are 
currently  in  force  in  30  jurisdictions  with  60  percent  of  the  policies  issued 
in  New  York. 

In  a  state  where  a  crime  insurance  availability  problon  has  been  demon- 
strated, a  solution  to  the  problem  should  be  "tailor-made"  to  meet  the  needs  of 
consumers  ^or   that  state.   We  are  willing  to  help  establish  an  effective 
program  in  those  communities  where  a  problem  exists  and  are  committed  to 
%«orking  with  state  administrations  toward  this  end. 

III.  National  Flood  Insurance  Program 

The  National  Flood  Insurance  Program  was  established  under  authority 
of  the  National  Flood  Insurance  Act  of  1968.   It  is  a  subsidized,  Xk>vernnent- 
supported  program  designed  to  help  owners  of  real  or  personal  property  in 
areas  designated  as  eligible  for  flood  insurance,  purchase  such  insurance. 

The  Alliance  has  been  a  strong  and  diligent  supporter  of  the  National 
Flood  Insurance  Program.   Its  members  were  most  active  in  helping  set  vp   the 
Program  prior  to  its  enactment  in  1968.   Following  enactment,  we  urged  our 
member  companies  to  fully  sui^port  the  development  of  the  Program  #  to  pronot* 
the  sale  of  flood  Insurance  policies,  to  offer  claims  and  other  service 
expertise  and  to  participate  with  Government  as  risk-sharing  partners. 
Today,  we  urge  reauthorization  of  the  National  Flood  Insurance  Program. 

During  the  first  ten  years  of  its  existence  (1968-78) ,  the  National 
Flood  Insurance  Program  operated  as  a  partnership  between  private  industry 
and  the  Federal  Goverment.  In  spite  of  the  success  of  the  cooperative  pro- 
gram, the  Federal  Insurance  Administration,  for  reasons  of  its  own,  decided 
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to  dissolve  tjie  partaesakipu     WIA  begaa  tx>  ijyct^Ue  tiK  Pzograa  — ilar#r*lly 
on  Janoary  1,   197B.  predirrtxaQ  t^ey  oo«ld  do  it.  r^wigier  asid  Ijcttjer  vitloiit 
po-ivare   isdsstxr  jxiwdIiii  hi        BcjHevcr,   t^us  la«  aot  ^u%eai  to  bs  txvcu 

Abri^st  t4ExalBBticB  of  Hie    iiji  ini.«it  In  fim  TUk  «ad  ^if*f  m^^anirs 
created  extessave  dis'inrannB  aaoBg  n^*aai.es  «Auck.    is  90od  fai»*»,   bad 
established  ^sedal  ses^ricxag  Tigrits,      Sn^^  i  ^liiji  i  j    bad  to  be  texinnatad. 
Tbe   j:  i'm.imaxt  actioc  was  veer  o=istJ.j  ts>  partxclpariwg  ooivanies. 

7%ae  p>res<esit  Mwi  y  i  stxatooE.  b^  jTidi  catted  aa  isti^nest  ix  rcneviJig  tbe 
pricr   3C'v<g  iMcst/i  Tietastxy  partaez-sbijp.      3%e  Alliaace  bas  been  aslLed  to 
part:icipatje  in  as.  effort  to  bel?  aAke  tbe  Kariooal  Flood  Issaaraace  Pxograa 
operate  ctr  a  jKire  i^zsizkessliJce  basis.      Oar  f  rfitr   mwpanies  bave  carefully 
cx>zisidered  the  Federal   Isscraztoe  &dtaLlzu.strator * s  ixnritatiOB  to  ester  iato 
distrassixans  to  explore  tbe  feasibility  of  rertcwad   ifidastxy  part-icipat  ion 
is  the  operation  of   tbe  Program.      \>sz  aoibers  are  willing  to  enter   into 
soch  distnssios^s  -andeT   tbe   foUowi^ig  oondit-ioas: 

•  Agreenent  mast  be  reached  idiicfa  pconrides  tbat  tersination  of  a 
cue Lr actual  agreenesxt  bctiwen  iisdastxy  and  GovercBent  aost.  be 
subjecrt  to  prior  C&ragress iona  1  afipxoval  and  not  at^  tbe  discretion 
of   the  Afbijiistxator. 

•  Tbe  Flood   Insorance  Progran  aust^  uxaiergo  a  icfilete,   non-^ovcrfcnt 
aijdit  by  a  veil  recognized  auditing   f ira. 

It  Bost  be  recognized  tbat  private  insurers  will  need  to  be  satisfied 
that  whatever   investments  they  voold  sake  to  reconstitute  a  goveriitnt/ 
industry   flood   insurance  partnership,   would  be  for   tbe  long   tera.      To  establish 
the  servicing  facilities  necessary  to  gear  \^  for  participation  in  tbe  prograa 
would  be  expensive.      Alliance  aeabers  would   thus  want  assurance*    in  advance, 
that   teraination  of  any  new  partnership  would  not  be  allowed  to  occur  without 
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good  cause.  Our  members  feel  that  the  original  contract  was  teninated 
without  good  cause  and  they  %«ould  not  want  history  to  repeat  itself.  Mo 
one  disputes  the  right  of  Government  to  terminate  a  contractual  relationship 
with  private  industry  if  there  are  good  reasons.  What  oxir  member  coMf>anies 
object  to  is  the  termination  of  a  contract  at  the  whim  of  an  administrator. 
For  this  reason,  our  members  feel  that  it  is  essential  that  the  Federal 
Insurance  Administration  agree  to  an  amendment  to  the  Act  which  would  require 
prior  Congress ional  approval  of  the  termination  of  any  new  agreement. 

Because  private  industry  has  been  totally  excluded  from  participation 
in  the  Flood  Insurance  Program  since  January  1,  1978,  it  is  only  reasonable 
to  require  an  independent  audit  if  private  insurers  are  going  to  consider 
returning  to  the  Program  as  risk-bearers.   It  is  a  comnon  sense  business 
practice  to  require  a  full  and  impartial  audit  of  any  program  in  which  one 
contemplates  a  major  financial  investment. 

The  goal  of  the  Federal  Insurance  Administrator  is  to  minimise  direct 
Federal  involvement  in  the  Program.   In  this  regard,  FIA  hopes  to  encourage 
participation  by  the  private  insurance  industry  in  one  or  more  potential 
alternatives  which  would  improve  the  Program.   FIA  has  sought  input  froa 
the  Alliance  as  to  alternatives  which  would  improve  the  present  operation. 
The  objective  is  to  identify  problems  in  the  present  operation  of  the  Program 
so  that  steps  can  be  taken  to  mitigate  as  many  of  the  problems  as  possible, 
thereby  creating  a  climate  in  which  the  Alliance,  and  other  segments  of  the 
insurance  industry,  could  participate  and  eventually  make  possible  less 
direct  government  involvement. 

Mr.  Chairman  and  members  of  the  Subcosniittee,  this  concludes  our  prepared 
statement.  Again,  we  thank  you  for  this  opportunity  to  present  our  views.   I 
will  be  pleased  to  answer  questions. 
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Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Jones. 
Mr.  Shamberger. 

STATEMENT  OF  JAMES  M.  SHAMBERGER,  SENIOR  VICE 
PRESIDENT,  REINSURANCE  ASSOCIATION  OF  AMERICA 

Mr.  Shamberger.  I  am  James  Shamberger,  senior  vice  president 
of  the  Reinsurance  Association  of  America. 

The  Reinsurance  Association  of  America  is  a  trade  association 
representing  professional  property  and  casualty  reinsurers  in  the 
United  States. 

Reinsurance  is  a  transaction  whereby  one  insurer  assumes  all  or 
part  of  a  risk  originally  undertaken  by  another  insurance  compa- 
ny. 

In  the  context  of  today's  hearing,  a  reinsurer  often  protects  the 
ceding  insurer  against  losses  in  excess  of  an  agreed-upon  amount 
per  risk  or  protects  the  ceding  insurer  against  an  accumulation  of 
individual  losses  from  a  single  event,  or  both. 

As  has  been  noted  previously,  the  Urban  Property  Protection 
and  Riot  Reinsurance  Act  of  1968  was  enacted  following  the  wide- 
spread social  disturbances  of  the  1960's. 

The  program  authorized  the  Federal  Government  to  offer  riot  re- 
insurance to  insurers  in  jurisdictions  which  enacted  laws  assuring 
the  availability  of  property  insurance  for  those  unable  to  obtain  it 
in  the  private  market. 

In  many  cases,  however.  State  legislatures  elected  not  to  partici- 
pate in  the  program  or  meet  Federal  requirements.  Federal  riot  re- 
insurance has  not  been  available  in  those  jurisdictions. 

Even  in  those  States  in  which  the  Federal  Government  now 
offers  riot  reinsurance,  most  primary  insurers  do  not  participate  in 
the  program.  Insurers  doing  business  there  have  concluded  that 
adequate  protection  is  available  from  the  private  reinsurance 
market  at  a  reasonable  rate. 

The  association  is  asked  from  time  to  time  to  compare  the  price 
and  coverage  available  in  the  private  market  with  the  Federal  pro- 
gram. 

It  is  difficult,  if  not  impossible,  to  make  such  a  comparison.  No 
private  reinsurer  offers  coverage  identical  to  the  Federal  contract. 

The  narrow  structure  of  the  program  and  the  low  level  at  which 
Federal  payments  are  provided  are  the  most  obvious  distinctions 
between  the  structure  of  Federal  and  private  reinsurance. 

These  differences  in  the  method  by  which  coverage  is  obtained  in 
the  Federal  program,  as  contrasted  to  the  private  market,  make  it 
impossible  to  compare  rates. 

It  is  clear,  however,  that  adequate  reinsurance  is  readily  availa- 
ble in  the  private  market  at  reasonable  rates.  This  has  been  the 
case  for  several  years,  but  reinsurance  markets  at  the  present  time 
are  more  competitive  and  prices  are  lower  than  ever  seen  by  many 
reinsurers. 

This  availability  in  the  private  sector,  as  well  as  the  10-fold  rate 
increase  in  the  Federal  program,  explains  the  mass  exodus  of  more 
than  two-thirds  of  the  companies  previously  participating. 

The  Reinsurance  Association  of  America  recommends  that  the 
program  not  be  extended.  While  it  is  impossible  to  guarantee  un- 
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limited  capacity  or  state  unequivocally  that  future  availability  will 
always  be  adequate  in  the  private  market,  present  circumstances 
demonstrate  that  the  Federal  program  is  no  longer  needed. 

[The   prepared   statement   of  the   Reinsurance   Association   of 
America,  presented  by  Mr.  Shamberger,  follows:] 
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SXICSEC  OF  TBE 
TfTVgniAWX  ASSOdAnOB  OF  wgiTia 


Tbe  lrlT7V*iijinrr  Asspci »ri rm  o£  ^m  i  "  r  ■  is  «  rrade  m:BS&c±mt±tm 
represenri-ng  professxacal  ^xu^pexit  and  casoalry  r« 
rbe  Tmirfcd  S»r»Trs.      Sei2:srcrssce  Is  tl:«  basis^ess  of 
asssBEiag  all    or  psrr  of  a  ri.sk  nrigiTHilly  mdeiLafcen  by 
insixrance   coipanj.     A  pntfesslazial  Tneisssrer  is  sn  iaissrxnce 
coapasT  ^irh  has  as  lt3  principal  acrlirlrj  tiia  vrixiag  of  rals- 
ggranry  and  Is  ro  be  cocrrasrad  wLth.  isssranoa  coapaxxies  -ahir^ 
dlrecrlj  Isscre  rhp  gmpral  pdbllc.      Tbe  SAA*s  ■  iiflii  i    rnwpnmlrt 
assxme  aore  rhan  $4  billion  of  gross  reiassraBce  preslxsBS  ammallj. 

Tbe  orlgizi  of  rbe  rrban  PiupcxLjf  FrotacrloD  ax^d  Slot 
Reinsurance  Act  cf  1968  lies  in  ti^  vldespread  social  disrarbaoces 
of  the  1960* s.      Dsring  that  period,    these  serloos  cooditiocis  and 
IP  cert  a  i  Titles  raised  questions  as  to  the  contlxraed  availability 
of  property  insurance  in  urban  areas.      The  Congress  respoiKied 
vith  the  enactaent  of  a  prograa  vhich  authorised  the  federal 
govermnent  to  offer  riot  reinsurance  to  insurers   in  those 
jurisdictions  which  enacted  lavs  assuring  the  availability  of 
property  insurance  for  those  unable   to  obtain  it   in  the  private 
aarket.      In  nany  cases,    state  legislatures  elected  not  to 
participate  in  the  Program  or  meet   federal  requireaents .      Federal 
riot  reinsurance  has  not  been  available  in  those  jurisdictions. 
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Even  in  those  states  in  which  the  federal  government  nov 
offers  riot  reinsurance,  most  primary  Insurers  do  not  participate 
in  the  Program.   In  those  cases  insurers  have  concluded  that 
adequate  protection,  competitively  priced,  from  the  private 
reinsurance  market  is  available.  Moreover,  many  reinsurers 
believe  that  the  Program  is  unnecessary  or  in^roperly  structured. 

Requests  have  been  made  at  times  to  compare  riot  reinsurance 
coverage  available  in  the  private  market  with  the  federal  Program. 
It  is  difficult  to  make  such  a  comparison  because  no  private 
reinsurer  offers  coverage  identical  to  the  federal  contract. 
The  federal  program  can  be  described  as  an  aggregate  excess  of 
loss  reinsurance  treaty  providing  coverage  on  specific  lines  of 
insurance;  such  as  fire  and  extended  coverage,  other  allied  lines 
of  fire  insurance,  and  burglary  and  theft  for  losses  arising  from 
defined  conditions  of  civil  disorder  in  excess  of  a  predetermined 
retention  based  on  a  company's  previous  year's  premiums  in  each 
state.   A  company's  aggregate  retention  in  each  state  is  five 
percent  of  direct  premiimis  earned  for  covered  lines  in  that 
state  with  a  $1,000  minimum.   Thus,  in  the  case  of  an  insurer 
having  earned  premiimis  of  $1  million  in  a  state,  the  retention 
would  be  only  $50,000.   Above  this  level,  the  federal  plan  could 
pay  at  least  90  percent  of  all  losses  Incurred  in  the  state 
resulting  from  the  event. 

In  contrast,  the  private  reinsurance  market  offers  an 
excess  of  loss  treaty  providing  protection  against  losses  in 
excess  of  a  predetermined  retention  per  risk  resulting  from  a 
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maober  of  perils,   JTwl-mnag  tIjocs.     1&  t^  ^1— rg  sazkst 

reteari aas  «r«  aer  iir'f  jb"  neg  ob  «  srare-^-ssmzx  basis.      Ixstmad, 

ms.  las  Inez's  retsesriflK  -sdll  be  deteradsaed  br  Irs  total  cmfmdxf 
ro  rexAis  «  jwii't  "inn  af  tiie  rlsik.     Tbe  pri^vxta  VKnccr  also  offers 
c«tasLig>pbe  cunei   ro  ^roterx  yrifw  i-nvjTT.eis  froa  tike  m\  <  iiiwi 
larinr  cf  isdlvldaal  lotsses  arlsiag  fraa  a  slagle  i  iii  m . 

7hp^>  ifisparirirs  ia  t2«  aeriioc  bj  lahirh  covex^ge  is 
6bt.£lr>ed  ix  :±ie  feaeral  Tz&^jji  as  cocrrastied  to  tbe  private 
aarker  sake  It  inposslble  ro  i  mi^tave  rates.      Sosrver,   it  is 
clear  z^i^z  adec^sare  relassraskce  is  readilj  available  ia  tbe 
privare  i&arker  at  reasonable  rates.      This  arailabllitT  in  rba 
private  secror  ezplaiss  tbe  aass  eiw^us  froB  tbe  federal  Frogiraa 
this  je^z  of  ncre  tbaa  fo- thirds  of  the  coa^anies  previovslj 
parriclpari-ng.      Tbis  vltbdraKal  bas  respited  In  a  redaction  in 
dorvera^  is  force  in  tbe  federal  Profit  an  of  ei^^itr-el^t  percent 
froac  tbe  last  cocrract  y^xr,  even  tbo<a^  tbtt  maabeT  of  parrlcl paring 
states  increased. 

Ibe  Federal  Riot  Seiasorance  Prcgran  was  introduced  because 
tbe  coverage  -sas   tbocigbr  ro  be  -usiavailable  in  tbe  private  narket 
alr'noogb  it  vas  prer-jsned  seeded  to  sake  necessary  property 
ins-jzance   scnrcrage  available.      To  the   credit  of  all   involved, 
most  stares  esiacted  FAIS.  plans   to  provide  essential  property 
ccnrersge   at  reasofnable  rates.      T:>day  tbe  states  and  tbe  insurance 
industry  are   z-zrmr.  tted  to   tie   continuation  of  essenti&l  property 
insurance   tnrouzh  FAI5.  plans. 
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Whether  truly  needed  at  the  tlToe  or  not,  the  Federal 
Riot  Reinsurance  Program  served  as  a  catalyst  iEor  the  creation 
of  these  essential  insurance  mechanisms.   It  is  Important  to 
know,  however,  that  the  existence  of  the  Federal  Riot  Program 
is  not  a  legal  or  economic  condition  for  the  continuation  of 
these  FAIR  plans.  Moreover,  there  is  no  evidence  that  property 
insurance  availability  is  enhanced  by  the  presence  of  the 
Federal  Riot  Reinsurance  Program.   In  fact,  the  mere  showing 
that  only  a  small  fraction  of  the  qualifying  companies  buy  the 
federal  coverage  is  ample  evidence  that  it  does  not  affect 
coverage  in  today's  marketplace. 

In  conclusion,  the  Reinsurance  Association  of  America 
recomnends  that  the  Federal  Riot  Reinsurance  Program  not  be 
continued  beyond  its  current  expiration  date  of  Septeniber  30, 
1982.  Vftiile  it  is  impossible  to  guarantee  \xnlimited  capacity 
or  state  unequivocally  that  future  availability  will  always  be 
adequate  in  the  private  market,  present  circumstances  demonstrate 
that  the  federal  Program  is  no  longer  needed  to  assure  availability 
of  essential  property  coverage. 

#  #  # 
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Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Shamberger. 
Mr.  Fritzel. 

STATEMENT  OF  CHARLES  H.  FRITZEL,  ASSISTANT  VICE  PRESI- 
DENT. GOVERNMENT  RELATIONS,  NATIONAL  ASSOCLkTION  OF 
INDEPENDENT  INSURERS 

Mr.  Frtfzel.  Thank  you,  Mr.  Chairman. 

For  the  record,  my  name  is  Charles  Fritzel.  I  am  the  assistant 
vice  president  for  Government  relations  of  the  Nationcd  Associ- 
ation of  Independent  Insurers,  a  voluntary  national  trade  associ- 
ation of  over  500  insurers. 

I  will  ask  that  our  prepared  statement  be  submitted  for  the 
record  and  I  will  summarize  our  remarks. 

NAII  favors  the  termination  of  the  Federcd  riot  reinsurance  pro- 
gram and  the  Federal  crime  insurance  program.  We  support  a 
viable  national  flood  insurance  prc^am  and  commend  the  recent 
actions  by  the  Federal  Insurance  Administration  to  put  the  pro- 
gram on  a  more  businesslike  basis. 

We  believe  that  the  need  for  the  Federal  riot  reinsurance  pro- 
gram no  longer  exists.  Simply  put,  market  conditions  have  caught 
up  with  the  program. 

As  Mr.  Bernstein,  Mr.  Shamberger  and  Mr.  Jones  said,  the  rate 
increase  which  the  Federal  Insurance  Administration  put  in  place 
last  October  has  made  it  competitive  with  the  private  market  and 
insurers  are  no  longer  purchasing  the  Federcd  reinsurance. 

Reinsurance  in  force  in  the  Federal  pn^am  today  is  about  88 
percent  less  than  a  year  ago.  The  fact  that  so  many  insurers,  even 
after  congressional  action  last  year  in  repealing  the  Holtzman 
amendment,  have  not  purchased  Federal  reinsurance  this  year, 
demonstrates  that  the  program  has  served  its  purpose  and  need  not 
be  renewed. 

The  ability  of  State  regulators  to  assure  the  availability  of  prop- 
erty insurance  through  fair  plans  and  the  ability  of  private  rein- 
surers to  provide  backing  for  insurers  participating  in  the  FAIR 
plans  is  now  a  fact. 

The  Federal  crime  insurance  program  is  not  insurance.  It  is  a 
subsidy  to  businesses  and  residents  in  high-crime  areas.  Last  year 
it  lost  nearly  $33  million. 

Since  its  inception  in  1970,  the  program  has  lost  nearly  $170  mil- 
lion. The  program  can  hardly  be  called  national  in  scope. 

About  71,000  policies  currently  are  in  force  nationwide.  Roughly 
60  percent  of  these  are  written  in  New  York  State — about  42,000 
policies. 

The  next  highest  State  is  Pennsylvania,  with  about  5,000  policies, 
then  Florida,  with  about  4,000,  then  Massachusetts,  with  2,800. 

Roughly  75  percent  of  the  prc^am's  coverage  is  written  in  four 
States.  It  is  our  understanding  that  the  Federal  Insurance  Admin- 
istration has  recommended  termination  of  the  program.  We  sup- 
port that  position. 

NAII  is  willing  to  work  with  the  New  York  State  insurance  au- 
thorities in  developing  a  State  program  to  replace  the  Federal  one. 
Insurance  is  a  State-regulated  business  and  because  we  believe  in 
State  regulation  and  because  so  much  of  the  prc^am  is  written  ' 
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New  York,  we  think  it  is  better  left  to  the  State  and  insurers  doing 
business  there  to  solve  this  problem. 

In  1977,  the  Federal  Government  took  over  the  operation  of  the 
national  flood  insurance  program,  which  until  then  had  been  a  co- 
operative effort  with  private  insurance  industry  participation. 

In  the  4  years  the  Federal  Government  has  run  the  prc^am,  we 
have  had  little  contact  with  it.  NAII  supports  a  strong  and  viable 
national  flood  insurance  program  and  favor  its  renewal. 

We  applaud  the  efforts  of  Federal  Insurance  Administrator  Jef- 
frey to  put  the  program  on  a  more  business-like  basis  and  look  for- 
ward to  assisting  him  in  that  effort. 

That  concludes  my  statement. 

[Mr.  Fritzel's  prepared  statement,  on  behalf  of  the  National  Asso- 
ciation of  Independent  Insurers,  follows:] 
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STATEMENT  OF 
>^™**»  B  FKlTZei. 
ASSISTiWT  VICE  PRESTDRNT  POft  GOVERNWEKT  RELATIONS 
NATIONAL  AESOCIATICW  Of  IHDEPENDEWT  INSURERS 
BUrOBE  THE 
SUBCQMaTTBE  ON  HOCSTNG  KSO   COMWOWlTTT  DEVELOPMENT 
OP-  THE 
BANKING,  FINANCE  AMD  Ui*BA»  AFFAIRS  CX>MMITTEE 
UNITED  STATES  HOUSE  OF  REPR2SE«TATIVES 
APRIL  1,  1982 


My  name  is  Charles  H.  Fritzel  and  I  a«  the  Assistant  Vice 
President  for  Government  Relations  of  the  National  Association  of 
Independent  Insurers  (NAII) . 

NAII  favors  termination  of  the  Federal  Riot  Reinsurance 
Program  and  the  Federal  Crime  Insurance  Program.   ^e^^^PP°^;„? 
viable  National  flooa  Insurance  Program  and  commend  the  ^e*^"**^ 
actions  by  the  r^ders^  Tr^^iitancc  Administration  (FIA)  to  put  Uie 
progr2un  on  a  more  businesslike  basis. 

NAII  is  a  voluntary  national  trade  association  of  over 
500  insurers.   Our  organization  providcG  a  truly  representative 
cross  section  ^i    lh.  ^.  .^^erty  and  casualty  insurance  business  in 
America.   Our  fteabers  range  in.   si^e  from  the  snal^est  ^?^:^"^5^.. 
companies  to  very  large  national  underwriters   ard  ronSLst  of  both 
stock  and  non-stock  coi^anies.   NAII  member  co  ; 
forms  of  merchandising  --   indepernJent  agency,  exclusive  ^^ency, 
and  •-ir^y.ut   writers   and  they  include  insurers  which  serve  a  general 
consumer  market  and  those  which  specialize  in  serving  Particular 
consumer  groups  such  as  farmers,  teachers,  government  employees, 
military  personnel,  and  truckers. 

Federal  Riot  Reinsurance 

NAII  believes  the  need  for  the  Federal  Riot  Reinsurance 
program  no  longer  exists.   Simply  put,  market  con^^^^?'^^  have 
caught  up  w^th  the  program.   In  the  past,  the  ^^^tificially  low  rate 
of  2.5  cents  per  100  dollars  of  subject  premium  attracted  many 
insurers  to  the  program  because  it  was  below  the  P^^Y^^e  market 
cost.   On  October  1   19SX  the  Federal  Insurance  Administration 
(FIA)  increased  the  reinsurance  rate  by  tenfold  to  25  cents  per  100. 
This  was  done,  in  part   to  rebtiild  the  riot  reinsurance  ^^"^^^2f?2ei: 
had  been  diverted  for  payment  of  crime  insurance  losses.   The  e"®*^^ 
of  the  rate  increase  was  to  make  the  program  competitive  witn  tne 
private  reinsurance  market. 
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We  xmder stand  that  fewer  than  36  Insnraxice  groops  cnrrcntly 
are  p-urchasing  the  federal  riot  reinsurance,  down  froa  nearly  300 
last  year.   Reinsurance  in  force  in  the  federal  prograa  for  tills 
fiscaT  year  is  88%  less  than  the  previous  year. 

The  fact  that  so  nany  insurers,  even  after  Congressioaal 
action  last  year  in  repealing  the  Holtzcan  AaendaKnt,  have  not 
purchased  federal  reinsurance  this  year,  deannstrates  that  the  prograa 
has  served  its  purpose  and  need  not  be  renewed.   The  ability  of  state 
regulators  to  assure  the  continued  availability  of  property  insurance 
through  PAIP  Plans  and  the  ability  of  private  reinsurers  to  provide 
backing  for  insurers  participating  in  the  PAIR  Plans  is  now  a  fact. 
The  Riot  Reinsurance  prograa  has  ser*/ed  its  purpose  and  now  need  not 
be  renewed. 

Federal  Crime  Insurance  Prograa 

The  Federal  Criiae  Insurance  prograa  is  not  insurance.  It 

is  a  subsidy  to  businesses  and  residents  of  high  criae  areas.  Last 

year  it  lost  nearly  $33  million.   Since  its  inception  in  1970,  the 
program  has  lost  nearly  $170  million. 

The  program  can  hardly  be  called  national  in  scope.   About 
71,000  policies  currently  are  in  force  nationwide.   Roughly  60%  of 
these  are  written  in  New  York  State  —  about  42,000  policies.  Tbe 
next  highest  state  is  Pennsylvania  with  about  5,000  policies,  then 
Florida  with  about  4,000,  the  Massachusetts  with  2,800.   Roughly 
75%  of  the  program's  coverage  is  %n:itten  in  just  four  states. 

It  is  our  understanding  that  the  Federal  Insurance  Adaini- 
stration  will  reccranend  terminating  the  program.  He  support  that 
position.   NAII  is  willing  to  %#ork  with  the  New  York  state  insurance 
authorities  in  developing  a  state  program  to  replace  the  federal  one. 
Insurance  is  a  state  regulated  business  and  because  we  believe  in 
state  regulation  and  because  so  much  of  the  prograa  is  written  in 
New  York,  we  think  it  is  better  left  to  the  state  and  insurers  doing 
business  there  to  solve  this  problem. 

National  Flood  Insurance  Program 

In  1977,  the  federal  government  took  over  the  operation  of 
the  National  Flood  Insurance  Program  which,  until  that  tiae,  had 
been  a  cooperative  effort  with  private  insurance  industry  participation. 

In  the  four  years  the  federal  government  has  run  the  prograa, 
we  have  had  little  contact  with  it.   NAII  supports  a  strong  and 
viable  National  Flood  Insurance  Program  and  %#e  favor  its  renewal. 
We  applaud  the  efforts  of  Federal  Insurance  Administrator  Jeffrey 
Bragg  to  put  the  program  on  a  more  businesslike  basis. 
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Mr.  Gonzalez.  Thank  you,  Mr.  Fritzel. 

Let  me  say  for  the  record  that  Mr.  Hunter  has  a  distinguished 
record  of  public  service,  and  particularly  in  this  area. 

He  headed  the  Federal  Insurance  Administration,  and  in  my 
opinion,  did  a  tremendous  job.  We  still  remember  you  with  a  great 
deal  of  gratitude  and  welcome  you  in  your  capacity  as  representa- 
tive of  the  organization  that  you  represent  now. 

STATEMENT  OF  J.  ROBERT  HUNTER,  PRESIDENT,  NATIONAL 
INSURANCE  CONSUMER  ORGANIZATION 

Mr.  Hunter.  Thank  you,  Mr.  Chairman.  I  appreciate  your  re- 
marks. I  will  summarize  my  remarks,  if  my  full  statement  could  go 
into  the  record. 

Chairman  GtONZALEZ.  Without  objection,  sir. 

Mr.  Hunter.  Regarding  flood  insurance,  it  is  a  pleasure  to  testify 
at  a  hearing  where  the  extension  of  the  flood  insurance  program  is 
the  least  controversial  proposal.  I  fully  support  its  continuation. 
The  controversy  that  exists  in  the  program  that  demands  your 
review  is  the  direction  that  FIA  has  embarked  upon  in  the  pro- 
gram. As  I  understand  it,  they  wish  to  eliminate  the  Federal  subsi- 
dy by  1988  and  more  fully  involve  the  private  sector. 

While  raising  rates  fairly  and  gradu€dly  to  lower  taxpayer  costs 
is  a  concept  we  can  all  endorse,  to  eliminate  the  flood  insurance 
subsidy  by  1988  will  prove  either  impossible  or,  if  realized,  cata- 
strophic. To  achieve  it  would  be  a  breach  of  faith  with  those  com- 
munities that  enacted,  often  under  great  pressure,  the  flood  plain 
management  standards.  It  would  be  a  breach  of  faith  with  those 
living  in  flood  plains  who  count  on  the  program's  affordable  rates 
and  complete  coverage.  Coupling  the  requirement  on  lenders  to  re- 
quire flood  insurance  with  insurance  suddenly  becoming  unafforda- 
ble  will  force  lenders  to  call  mortgages  and  thus  drive  people  from 
their  homes.  This  cannot  be  tolerated. 

Not  only  that,  it  is  obvious  that  a  good  part  of  FIA's  strategy  to 
eliminate  taxpayer  subsidies  by  1988  is  predicated  upon  jacking  up 
the  deductible  to  high  levels.  This  has  already  b^un.  Now  here  is 
a  shell  game  if  ever  there  was  one.  First  of  all,  the  casualty  loss 
under  the  higher  deductible  is  available  for  tcoc  writeoffs;  and  who 
pays  for  that?  The  taxpayer.  Second,  the  below  the  deductible  costs 
are— foolishly,  I  think — eligible  for  disaster  relief;  and  who  pays  for 
that?  The  taxpayer.  Thus  these  savings  for  tcocpayers  are  largely 
illusory. 

Worse,  perhaps,  is  the  potential  this  scheme  has  for  undermining 
the  program's  support.  If  people  and  communities  see  this  as  a 
breach  of  faith  and  developers  seize  upon  this  opportunity  to  kill 
the  program,  the  big  loser  in  the  long  run  will  be  the  very  tcocpayer 
that  FIA  claims  to  defend  via  lowered  subsidies. 

This  potential  danger  requires  your  careful  thought. 

Regarding  private  involvement  in  NFEP,  the  private  competitive 
insurance  market  should  be  actively  involved  in  the  prc^am.  In- 
surers should  actively  compete  among  themselves  and  with  the  ser- 
vicer of  the  prc^am  for  the  actuarially  rated  business.  Insurers 
should  also  advise  the  program  regarding  new  insurance      ;h- 
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niques  which  might  make  the  program  work  better  for  flood  insur- 
ance buyers. 

Insurers  should  also  fully  compete,  company  by  company  or  in 
groups  of  companies,  for  the  contract  for  the  servicing  of  subsidized 
insurance.  Noninsurance  entities,  such  as  EDS  and  others,  should 
freely  join  in  that  competition.  Since  subsidized  flood  insurance 
will,  over  the  long  pull,  pay  out  more  in  claims  than  it  takes  in  in 
premiums,  it  is  the  taxpayer  who  bears  the  full  cost  of  servicing 
the  subsidized  insurance  program.  Taxpayers  deserve  the  assurance 
that  only  competitive  bids  give  them  that  this  cost  is  minimized, 
consistent  with  quality  service. 

However,  if  by  "private  sector  involvement*'  the  administration 
means  to  revive  the  old  "partnership,*'  I  want  to  remind  them  that 
the  last  "partnership"  with  the  National  Flood  Insurers  Associ- 
ation [NFIA]  collapsed. 

Unless  the  issue  of  secretarial  authority  is  settled  by  Congress, 
FIA  should  not  reenter  the  expensive  twilight  zone  of  a  partner- 
ship with  insurers,  funded  by  the  taxpayer. 

Turning  to  the  Urban  Property  Protection  and  Reinsurance  Act 
of  1968,  it  is  my  recommendation  that  you  either  extend  the  pro- 
grams or  legislate  a  responsible  disengagement  of  both  the  Federal 
crime  insurance  program  and  the  State  FAIR  plan  requirements, 
while  retaining  the  capability  to  provide  riot  reinsurance. 

The  need  for  a  Federal  riot  reinsurance  capability  is  obvious:  Pri- 
vate reinsurers  will  sell  affordable  riot  reinsurance  as  long  as  there 
are  no  riots— but  no  longer.  The  experience  of  the  1960's  stands  as 
stark  evidence  of  this  point.  When  riot  reinsurance  vanishes,  pri- 
vate direct  insurers  flee  the  cities  leaving  communities  without  in- 
surance which  are  communities  without  hope. 

In  these  economic  times,  with  unemployment  and  falling  expec- 
tations leading  to  predictions  we  all  pray  do  not  come  to  pass,  it 
would  be  foolish  to  abolish  the  Federal  riot  reinsurance  capiEdi)ility. 

Regarding  crime  insurance  and  FAIR  plans,  insurance  has  been 
federally  regulated  since  1944,  when  the  Supreme  Court  found  in- 
surance to  be  interstate  commerce.  Congress  had,  and  still  has,  sev- 
eral options  regarding  how  to  exercise  that  regulatory  authority. 
For  instance.  Congress  could: 

One,  fully  apply  the  antitrust  laws  to  insurance  and  impose  SEC 
and  FTC-type  oversight,  or 

Two,  exempt  the  insurance  industry  from  antitrust  laws  and 

(a)  establish  a  new  agency  to  regulate  insurance; 

(b)  delegate  some  aspects  of  insurance  to  the  States  while  retain- 
ing some  federally; 

(c)  delegate  regulation  to  the  States  under  Federal  standards  and 
oversight;  or 

(d)  delegate  regulation  to  the  States  with  essenticdly  no  stand- 
ards and  no  oversight. 

Congress,  in  1945,  selected  the  latter  approach,  in  a  rash  test  of 
the  New  Federalism,  and  has  not  reviewed  the  situation  since,  in 
any  detailed  or  systematic  way,  except  for  a  couple  of  GAO  reports. 
Congress  has,  from  time  to  time,  on  a  piecemeal  basis,  antdyzed 
<md  taken  action  in  one  area  of  insurance  or  another  (the  programs 
are  discussing  here  today  are  examples)  when  State  regulation 
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cannot  cope  in  a  way  that  is  so  obvioos  that  it  cannot  be  tolerated 
at  the  national  leveL 

Do  we  need  these  Urtian  Programs  now?  The  obvious  answer  is; 
you  cannot  make  urban  mterfMrise  zones  wtMrk  without  them,  or 
something  like  th^n,  in  place.  Certainly,  the  Congress  has  here  es- 
tablished pn^wrty  insurance  resichial  markets  which  have  benefit- 
ed America  throu^  over  10  years,  (Hoviding  milliiMis  of  essential 
insurance  policies  that  would  otherwise  not  have  be^i  available. 

Yet,  these  programs,  li^iile  performing  their  ess^itial  filiation, 
have  institutionalized  anticompetitive  insurer  behavior  which  de- 
prives all  of  America  of  more  efficient  insurance  S3^stems. 

In  1974  the  FTA  published  a  landmark  work  called  'Tull  Insur- 
ance Availability."  Its  prime  finding  was: 

The  keystone  in  the  ardi  of  deficiencies  in  the  property  insurance  residual 
market — indeed  within  the  total  property  and  liability  insurance  market — is  con- 
tinuation of  the  absolute  right  of  insurer  underwriters  to  deny  essraitial  insurance 
to  applicants  without  reason  or  for  arbitrary  and  capricious  reasons  which  are  en- 
tirely subjective  in  nature  and  which  may  have  more  to  do  with  the  insurer's  ccHn- 
petitive  moods,  modes  and  postures  than  with  the  objectively  determined  loss-poten- 
tial characteristics  of  the  r^ks. 

The  report  called  for  State  action  to  eliminate  FAIR  plans,  crime 
insurance  plans,  and  other  residual  market  mechanisms  in  favor  of 
the  full  insurance  availability  [FLA]  S3rstem  under  which: 

All  insurance  risks  would  be  able  to  purchase  insurance  from  the  insurer  of  their 
choice  and  would  not  be  forced  into  separate,  less  adequate  and  more  costly  FAIR 
plan  *  *  *  markets.  Only  five  States  for  auto  insurance  and  one  for  fire  and  home- 
owners have  been  able  to  overcome  tremendous  insurer  lobbying  against  the  con- 
cept. 

THE  URBAN  PLANS:  THEIR  IMPACT  ON  COMPETmON 

The  availability  of  residual  market  mechanisms  such  as  the 
FAIR  plan  and  crime  plan  has  thwarted  meaningful  price  and  serv- 
ice competition  by  easing  the  capability  of  insurance  company  sub- 
stitution of  selection  competition  for  price  and  service  competition 
through  providing  a  convenient  dumping  ground  for  insurers  to 
place  redlined  or  other  subjectively  discarded  applicants  for  insur- 
ance. This  activity,  and  the  widespread  knowledge  of  it  among  the 
public,  freezes  the  market,  making  shopping  for  insurance  far  less 
practiced  than  for  most  purchases. 

Selection  competition  is  a  very  abusive  practice.  If  it  were  elimi- 
nated, the  supply  and  demand  sides  would  become  balanced  and 
competition  among  insurers  in  price  and  service  would  be  greatly 
enhanced.  If  this  were  coupled  with  good  insurance  information, 
consumers  could  shop  and  act  upon  what  was  best  for  them.  They 
cannot  today. 

One  of  the  members  of  this  committee.  Representative  LaFalce  of 
New  York,  has  wisely  asked  GAO  to  review  the  costs  to  America  of 
many  of  the  other  noncompetitive  activities  insurers  engage  in 
under  the  McCarran-Ferguson  Act's  antitrust  exemption,  includ- 
ing: Cartelized  ratemaking;  establishment  of  retail  level  (agent's) 
prices  by  the  wholesale  level  (the  companies).  Insurance  is  one  of 
the  few  parts  of  the  economy  still  acting  under  the  fair  trade  ty 
anticompetitive  situation;  prohibition,  under  State  law,  of  grou 
forming  to  purchase  insurance  at  reduced  rates  (the  " 
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group''  laws  prohibit  even  employers  from  offering  employees  low- 
cost,  true-group  auto  insurance,  for  example). 

In  his  best-selling  new  book,  'The  Invisible  Bankers,"  Andrew 
Tobias  finds  that  insurance  is  grossly  inefficient,  perhaps  employ- 
ing 1  million  too  many  employees. 

Mr.  Tobias'  book  should  be  required  reading  for  every  Member  of 
Congress. 

The  urban  plans  have  redlining  implications.  In  1978,  HUD  re- 
ported that  redlining  by  insurers  was  "widely  practiced"  and  that 
it  had  an  undeniable  racial  component.  Lest  you  think  redlining  is 
now  under  control,  I  now  hand  up  to  you  for  the  record  a  recent 
Washington  Post  article  which  details  how  Allstate  will  not  write 
renter's  insurance  in  D.C.  unless  someone  is  in  the  apartment  24 
hours  a  day.  Allstate  will,  graciously,  allow  you  an  occasional  night 
out  together  or  even  a  vacation.  You  are  not  allowed  to  both  work, 
however,  if  you  rent.  You  both  can  work  if  you  own  the  house, 
however.  I  wonder  if  Allstate  will  also  allow  you  to  be  out  of  the 
apartment  long  enough  to  go  to  the  suburban  Sears  stores,  which 
all  have  Allstate  booths  (none  of  the  D.C.  Sears  stores  have  Allstate 
booths)  to  buy  your  Allstate  policy. 

NICO  proposes  that  the  Congress  amend  Public  Law  15,  the 
McCarran-Ferguson  Act,  to  require,  as  a  standard  for  continued 
delegation  of  regulation  of  the  insurance  business  to  the  States, 
that  States  enact  full  insurance  availability  programs  so  that  good 
risks,  regardless  of  location  or  other  subjective  characteristics, 
could  get  insurance  from  the  company  of  the  customer's  choice, 
thus  making  competition  more  effective.  Good  risks  for  fire  insur- 
ance could  be  defined  in  terms  of  previous  experience,  compliance 
with  fire  codes,  lack  of  arson  history,  an  so  on.  For  crime  insur- 
ance, the  definition  could  include  locks  and  other  anticrime  de- 
vices. 

Your  proposal,  Mr.  Chairman,  as  embodied  in  H.R.  5731  may  be 
an  appropriate  stopgap,  since  the  only  way  I  can  see  for  Congress 
to  terminate  these  important  programs  without  leaving  70,000 
crime  insurance  policyholders  and  a  like  number  of  FAIR  plan  po- 
licyholders in  Maryland  and  Georgia — which  States'  FAIR  plans 
automatically  terminate  if  riot  reinsurance  ends — out  in  the  cold  is 
to  create  the  climate  where  State  systems  will  serve  all  of  the  le- 
gitimate insurance  needs  of  America  through  the  private,  competi- 
tive market. 

This  reform  would  enhance  competition  in  price  and  service  by 
eliminating  selection  competition  for  those  risks  qualifying  under 
the  good  risk  category.  It  is  my  belief  that  tens  of  billions  of  dollars 
will  be  saved  if  Congress  would  simply  require  insurers  to  deal  for 
good  risks,  as  Congress  defines  that  term,  and  if  the  National  In- 
surance Consumer  Organization,  the  States,  and  others  continue  to 
develop  needed  consumer  shopping  guides  to  fill  the  current  infor- 
mation void. 

Please  think,  if  you  will,  of  today's  economy,  crying  out  for  more 
productivity  and  lower  out-of-pocket  consumer  cost;  think  of  the  in- 
surance industry's  gross  inefficiency,  gobbling  up-ylike  FAG- 
MAN — almost  12  percent  of  the  Nation's  disposable  income,  yet 
paying  back  less  than  50  cents  for  every  dollar  of  income.  Think  of 
this  mammoth  industry,  free  of  antitrust  law  application  or  any 
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Federal  oversi^t,  miming  loose  in  our  eocMMxny  lobbying  you  to 
death  with  consumer-supplied  money;  think  of  the  anticompetitive 
behavior  in  which  insurance  companies  engage;  think  of  the  dele- 
gation of  regulation  Congress  msiie  to  the  States  in  1945  without 
standards  for  performance  and  without  continuing  overaii^t;  think 
of  the  GAO's  finding  that  there  are  serious  shortcomings  in  State 
laws  and  regulatory  activities  with  respect  to  protecting  the  inter- 
ests of  insurance  consumers  in  tl^  United  States.  Think  most  of  aU 
of  the  citizens  in  our  cities  who  are  redlined  and  dumped  into  the 
FAIR  plan,  crime,  and  other  residual  markets,  or  even  into  no 
market  at  all  where  these  plans  do  not  exist 

If  you  think  of  these  things,  and  I  believe  that  you  must,  you  will 
not  simply  terminate  or  simply  eztoid  these  important  urban  pro- 
grams. Rather,  you  will  adopt  the  readily  available  alternative  of 
making  this  industry  more  competitive,  more  efficient,  and  more 
responsive  to  America's  essential  insurance  needs  through  adoption 
of  one  simple  standard:  that  insurers  deal  with  insurable  risks  as  a 
condition  for  continued  State  r^ulation  of  insurance  under  the 
McCarran-Ferguson  Act 

NICO  will  be  happy  to  work  with  your  staff  on  drafting  the  nec- 
essary amendment  to  accomplish  this.  Thank  you. 

Chairman  Gonzalez.  Thank  you  very  much  for  that  offer,  and 
we  probably  will  have  some  staff  consultation. 

[The  prepared  statement  of  Mr.  Hunter  follows:] 
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Mr.  Chalonan  and  Nenters  of  the  OGmnittee,  it  is  ny  pleasuze  to  be 
here  today  to  (iiBowB  with  you  the  piujiam  of  the  Federal  Insuranoe  Adidnis- 
tration  (FIA) . 

Flood  Insuranoe 

It  is  indeed  unisual  for  ne  to  testify  in  a  hearing  %fhere  esctensicn  of 
the  flood  insuranoe  program  is  the  least  oQntro^MBr8ial  proposal.  I  fully 
st^jport  its  oontinuaticn. 

There  is  oontro^^ersy  in  the  program,  however,  that  denands  careful 
Congressional  review,  and  that  is  the  direction  that  FIA  has  enbarked  upon  in 
the  program.  As  I  understand  it,  FIA  wants  to  eliminate  the  federal  siissidy 
by  1988  and  wants  to  more  fully  involve  the  private  sector  in  the  program. 
Elindnaticn  of  Flood  Instnranoe  Subsidy  by  1988 

In  enacting  the  National  Flood  Insuranoe  Program,  Ocngress  carefully 
and  thoughtfully  designed  a  long-range  plan  to  disengage  the  federal  ta3q>ayer 
from  the  sharply  mxnting  costs  of  inwise  flood  plain  oocu|>ancy.  In  return 
for  subsidized  flood  insuranoe  on  existing  structures  and  other  federal 
sx^sport  for  aonstr\x±icn  and  acquisition  of  structures  in  high  flood  risk 
arees,   Congress  required  safer  ocnstructicn  within  federally  designated  flood- 
prone  areas. 

The  quid  pro  quo  has  worked.  Over  17,000  ocnnuiities  are  now  enforcing 
flood  plain  management's  minimun  land  use  controls;  nearly  2  million  policies 
of  insuranoe  are  now  in  force. 

New  structures  built  in  flood  plains  in  regular  program  ooDiiunities  are 
built  much  more  safely  and  pay  full  actuarial  rates  for  insuranoe  (of  €dl  the 
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insuranoe  sold  in  all  flaxhpzGne  ocmnLinities,  nearly  90%  is  in  regular  program 
axoRunities) .  Over  tine,  as  the^  existing  iiwenkory  of  structures  in  flood 
plains  is  literedly  or  figuratively  flushed  out  of  the  nation's  housing  inventory, 
and  as  new  constr\x±iGn  occurs,  the  proportion  of  the  insured  population 
paying  full  rates  will  increase,  vntil  it  becomes  possible  to  end  all  subsidies 
from  taxpayers  by  adding  a  small  surcharge  to  all  policies  written  under  the 
program.  I  project  that  that  might  possible  as  early  as  about  2010. 

While  raising  rates  fairly  and  gradually  to  lower  taxpayer  opsts  is  a 
oonoept  we  can  all  endorse,  to  eliminate  the  flood  insuranoe  subsidy  by  1988  will 
profve  either  infxssible  or,  if  realized,  catastrophic.  To  achieve  it  liould  be 
a  breach  of  faith  with  those  oomnmities  that  enacted,  often  under  great  pressure, 
the  flood  plain  management  standards.  It  would  be  a  breach  of  faith  with  those 
living  in  flood  plains  who  count  on  the  program's  siffordable  rates  and  oonplete 
coverage.  Ooipling  the  requirement  on  lenders  to  require  flood  insurance  %dth 
insurance  suddenly  becomning  unaf fordable  will  force  lenders  to  call  mortgages 
and  thus  drive  people  from  their  homes.  Itiis  cannot  be  tolerated. 

Not  only  that,  it  is  obvious  that  a  good  part  of  FIA's  strategy  to 
eliminate  tasqpeyer  subsidies  by  1988  is  predicated  xjpan  jacking  uf>  the  deductible 
to  high  levels.  This  has  alreai^  begun.  Now  here  is  a  shell  game  if  ever  there 
was  one.  First  of  all,   the  casualty  loss  under  the  higher  deductible  is  avail- 
able for  tax  write-off;  and  viho  pays  for  that?  Ihe  taxpayerl  Seocnd,  the 
below  the  deductible  costs  are  (foolishly,  I  think)  eligible  for  disaster  relief; 
and  who  pays  for  that?  Ihe  taspayerl  Itius  these  "savings"  for  taaqpayers  are 
largely  illusory. 

Worse,  perhaps,  is  the  potenti€d  this  scheme  has  for  undermining  the 
program's  support.  If  people  and  conmunities  see  this  as  a  breach  of  faith  and 
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developers  seize  upon  this  appaar^toi.ty  to  id.ll  tlie  paxjgcam*  tiie  ixic  iiser  is 
the  long  run  %d.ll  be  tiie  iiexy  Liu^iafva:  tinrt  FI^  clalas  tz)  de&nc  -via  1  rMirr 
silssidies. 

I^iis  potential  danger  xegtiires  ^our  careful  cwmjilght. 
Private  Involvenent  in  tFJP 

rhs  private  cci^stxtive  onsuranoe  Hurket  abcxilc  be  actively  involinsc  jx. 
the  program.     Insurers  aboulc  act2.i^ly  txsyete  osang  thi— rl^wr  and  acrtt  tic 
servicer  of  the  prugiJL  fotr  tbe  actuarially  sated  buKLoeas.     luamegj,  atexuc 
also  advise  the  prugidBi  regarding  vmr  iaaiKanae  tectaniguBB  MbLsii  mixfxL  aiige 
the  progran  work  better  for  flood  insurance  b»j«rB- 

Insurers  should  alac  fully  coi^iete,  uji|H*y  ^  ixi^aiiy  or  ir  grsscfs  tsf 
ocnpanies,  for  the  contract  for  toe  aesi^tdng  of  stibaidiZBd  xnsuranoB.     Noi^ 
insurance  entities,  suet  as  2Z£  and  others,  *>*^»^<^  freely  ^oir  ir.  that 
con^setition.     Sinry  subeidiaec  flood  insurance  will,  over  the  long  pull,  pa^' 
out  more  ir.  clainE  thar.  j.r:  taices  ir.  ir.  pcBSLtflK,  it  .is  the  tai^aayer  triz:  beazs 
the  full  COSH  of  servicLng  the  sinBxdiaec  laRgapce  |jiuj»«i      Tajt^yeis  ueaenfc 
the  assuranoe  tnar  only  oca(«txtxve  jaxas  ijx.ym  ths^  that  this  cost  is  ndmiiiiaed, 
ccxisistent  with  qualary  aervioe. 

Hohiever,   xf  oy  *'prxvatfe  »ectx>r  mwolv^aaent*'  tae  x.**mT>T*^-y3H-^or^  veans  tr 
revavfc  tne  olc:  "partxaerafuf?" ,   I  wetfir:  tc  xckuic  ther  that  tiie  last  •'partaKiBhir"' 
V2.t±.  the  ttatxona"   Flooc.  Insurexs  i«8uc;i^ta.-cr.   UfflAy   tcllnfi  li. 


'nt  oreaKoow.  is.  relarixtaDc  oaae  ttxnjt  Mter.  »!/•.  i-gfuaed  tc  pay  ^-iHTWF  rt 
orcerec  tc  pay  iyy  Secxetary  '::arl&  Hilis   (the  Claitm  4Blied  texe  -aade  h^^ 
wnc  had,  following  a  Osrps  of  fioginaers  oraer  to  gnacuatje,  sewed 
f  umishingE  out  of  the  path  of  a  fiooc  —  thuB  incorzing  -rma^al  ^ 
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In  short,  inless  the  issue  of  Secxetarial  Authority  is  settled  by  Oongzesv, 
FTA  should  not  reenter,  the  expensive  "Twilight  Zone**-  of  a  "partnership"  with 
insurers;  funded  by  the  taxpayer. 

The  Urban  Progranas 

Turning  to  the  urban  Property  Protection  and  Reinsurance  Act  of  1968,  it  is 
my  reccmnendation  that  you  either  extend  the  programs  or  legialata  a  respcnsible 
disengagement  of  both  the  Federal  Crime  Insurance  Program  and  the  State  FMR  Plan 
requirements,  while  retaining  the  capability  to  provide  riot  reinsurance. 
The  Need  to  Retain  a  Federal  Riot  Reinsurance  Capability 

The  need  for  a  federal  riot  reinsurance  capability  is  obvious:  private  rein- 
surers will  sell  affordable  riot  reinsurance  as  long  as  there  are  no  riots  — 
but  no  longer.  The  experience  of  the  1960's  stands  as  stark  evidence  of  this 

point.  When  riot  reinsurance  vanishes,  private  direct  insurers  flee  the  cities 

2 

leaving  "ccnnunities  without  insurance  (which)  are  cGRmnities  %fithout  hope." 


1.  (continued^ 

NFIA  agreed  that  paying  sixii  cledms  would  lower  the  overadl  program  costs, 
but  refused  to  pay  en  the  gromds  that  it  would  be  bad  precBdent  for  their 
privately  written  insurance  contracts) .  A  second  point  of  concern  HUD  had 
%ifas  that  NFIA  had  refused  to  ccn|»titively  bid  for  servicing  sub-contracts. 
under  the  NFIA  approach,  sub-contracts  were  negotiated  %d.thout  conpetiticn 
the  vast  dollar  bulk  of  which  %#ent  to  NFIA  executive  comnittee  oonpaniest 
which  was  effectively  negotiating  with  itself. 

Negotiations  between  HUD  and  NFIA  were  undertaken,  the  key  stuibling  block 
being  NFIA's  £K3amant  refusal  to  eKscept  HUD's  authority  over  budgrst  expendi- 
tures; following  several  years  of  negotiations  between  NFIA  and  HUD  (under 
Presidents  Ford  and  Carter) ,  NFIA  terminated  the  contract. 

HUD  then  solicited  ccnpetitive  bids  for  servicing  the  program,  under  which 
NFIA  refused  to  bid,  preferring  to  moint  a  political  and  legal  attack, 
both  of  which  failed.  ESS  %#on  the  coRfsetitive  bid,  cutting  NFIA  costs  about 
in  half,  prcnpting  Senator  Prooaidre  to  award  to  then-Secretary  Patricia 
Harris  his  rare   "Golden  Taxpayer  Savings  AMard." 

2.  Muetincj  the  insuranoc  Crisis  of  (Xu:  Cities  —  A  Report  by  the  President's 
National  Advisory  Panel  on  Insurance  in  Riot  Affected  Areas,  1968. 
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(2)  Exenpt  the  Insurance  Industry  fron  Anti-Trust  laws  and 
(A)-  Establish  a  new  agency  to  regulate  insuranoe,  or 

(B)  [)elegate  sane  aspects  of  insurance  to  the  states  while 
retaining  sane  federally,  or 

(C)  Delegate  regulation  to  the  states  under  federal  standards 
and  oversight,  or 

(D)  Delegate  regulation  to  the  states  with  essentially  no 
standards  and  no  oversight. 

4 

Congress,  in  1945,  selected  the  latter  approach  (i.e.,  2D)  ,  and  has  not 

reviewed  the  situation  since,  in  any  detailed  or  systematic  %«ay,  except  for 
a  ooiple  of  GAO  reports.  Congress  has,  fron  tine  to  tine,  on  a  piecemezd  basis, 
analyzed  and  taken  action  in  one  are  of  insurance  or  another  (the  prograns  %iie  are 
discussing  here  today  are  exanples)  %dhen  state  regulation  can't  cope  in  a  %#ay 
that  is  so  obvious  that  it  cannot  be  tolerated  at  the  National  level. 
Do  We  Need  these  Urban  Prograns  Now? 

The  obvious  answer  is:  you  can't  make  urban  enterprise  zones  %#ork  %dthout 
then,  or  sanething  like  than,  in  place.  Certainly,  the  Congress  has  here 
established  property  insurance  residual  narkets  which  have  benefitted  Anerica 
through,  over  ten  years,  providing  essential  insurance  that  would  otherwise 
not  have  been  available.  Many  millions  of  policies  have  been  issued  under  these 
prograns. 

Yet,  these  prograns,  vAiile  performing  their  essential  function,  have  insti- 
tutionalized anti-coipetitive  insurer  behavior  which  deprives  all  of  Anerica  of 
more  efficient  insurance  systens. 


4.  MoCarran-Ferguson  Act,  PL  79-15,  59  Stat  33,  15  USC  S  lOU-1015  (1945). 
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In  1974,  the  FIA  pii>ULflliad  a  landtaiazjc  woKk  oallad  FoU  Jimianam  Availability.^ 

It's  prime  finding  %ias: 

The  keystcne  in  the  arch  of  deficiencies  in  the  prqperty 
insuranoe  residual  naxket  —  indeed  within  the  total  pixperty 
and  liability  insuranoe  narfcet  —  ia  oontinaatian  of  the 
absolute  right  of  insurer  isiderwriters  to  deny  iwnrnti  n^ 
insuranoe  to  applicants  vdthout  reason  or  for  azbitzaiy  and 
capriciouB  reasons  ttiiich  are  entirely  siAsjective  in  nature 
and  which  nay  have  more  to  do  %dth  the  insurers  oo^etitlve 
moods,  modes  and  postures  than  %iith  the  cbjectively  detemdned 
loss-potential  characteristics  of  the  risks. 

The  report  oallpd  for  state  acticn  to  eliminate  FAIR  Plans,  Crime  Insurance 

Plans  and  other  residual  market  mechanics  in  favor  of  the  Full  Insurance 

Availability  (FIA)  System  inder  lAiich  "all  insuranoe  risks  liould  be  able  to 

purchase  insuranoe  fran  the  insurer  of  their  choios  and  liOuld  not  be  forced  into 

separate,  less  adequate  and  more  oostly  FMR  Plan  .  .  .  markets."   Oily  five 

states  for  auto  insuranoe  and  one  for  fire  and  hcmeoMners  have  been  able  to  cver- 

oome  trenendous  insurer  lobbying  against  the  ocnoept. 

The  Urban  Plans;  Their  Inpact  en  Oonf)etition 
The  availability  of  residual  market  mechanisms  such  as  the  FAIR  Plan  and  Crime 
Plan  has  thwarted  meaningful  price  and  service  ocnpetiticn  by  easing  the  capability 
of  insuranoe  aonpany  substitution  of  selection  conpetition  for  price  and  service 
odipetition  through  providing  a  convenient  "dunping  ground"  for  insurers  to  place 
redlined  or  other  siA>jectively  discarded  applicants  for  insurance.  This  activity, 
and  the  widespread  knowledge  of  it  among  the  public,  freezes  the  market,  making 


T.     Full  Insurance  Availability,  Federal  Insurance  Adtadnistration  (US  Department 
of  HUD) ,  Septaiber,  1974. 

6.  Wi,   MI,  NH^  NC  and  SC  for  auto.  In  Michigan,  the  State  Sqpreme  Court  found  that 
insurer  denial  of  ccNerage  violated  constitutionally  protected  due  process  rights. 
Michigan  is  the  only  state  to  require  Full  Insurance  Availability  for  fire  and 
hcnieowners  insurance  as  well  as  auto  insuranoe.  Hawaii  has  a  form  of  the  FIA 
system  in  place  for  auto  insuranoe  as  well. 
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shopping  for  insurance  far  less  practioed  than  for  nost  purchases. 

Selection  oonpetiticn  is  a  very  abusive  practice,  as  Full  Insurance 

Availability  points  out: 

The  interface  betwoon  these  respective  iiqperativBS*  as  the 
applicant  for  insurance  seeks  the  insucanoe  which  society 
has  decreed  he  must  have,  and  as  the  insurer  seeks  coqpetitive 
success  through  selectivity,  produces  inevitable  conflict  and 
has  left  an  ever^-widening  gap  to  be  filled  by  residual  .  .  . 
mcurket  mechanisms. 

As  former  New  York  Si;|}erintendent  Benjandn  R.  Schenck  put  it: 

Selecticn  ccnpetition  should  have  fev  acfadrers.     It  is 
capable  of  totally  denying  to  some  pacple  the  opportunity 
to  bu/  insurance  at  all  in  a  day  %Aien  many  f onns  of 
insurance  have  become  legal  and  practical  necessities. 

If  selecticn  oonisetitiGn  %ies  eliminated,  the  sqpply  and  denand  sides  %iould 
become  bedanoed  and  oonisetitiGn  among  insurers  in  price  and  service  liould  be 
greatly  enhanced.     If  this  were  coipled  %fith  good  insurance  infozmaticn,  oonstSMas 
could  shop  and  act  qpon  what  was  best  for  them.     They  cannot  today. 

One  of  the  Menters  of  this  Oonnittee,  Reprcocntative  LaFalos  of  New  York,  has 

wisely  asked  GAO  to  review  the  costs  to  ftnerica  of  many  of  the  other  non-oonpetitive 

activities  insurers  engage  in  under  the  McCarran-Ferguscn  Act's  anti-tnist  eNEB|>- 

tion.     These  activities  include: 

o    Cartelized  rateniaking; 

o    Establishment  of  retail  level  (agent's)  prices  by  the  wholesale 
level  (the  ccnpanies) .     Insurance  is  ens  of  the  few  parts  of  the 
econaiy  still  acting  under  the  "Fair  Trade"  type  anti-oonpetitive 
situation; 

o  Prohibiticn,  under  state  law,  of  groi^  fdming  to  purchase  insurance 
at  reduced  rates  (the  "fictitious  group"  Isms  prohihit  wm  csplcysrs 
from  offering  enployees  low^-cost,  true-groip  auto  insuranoBr  far  sxwpls)  • 

T.  Particularly  coupled  vith  lack  of  disclosure  of  meaningful  price  inftsnaticn. 
Ihe  Full  Insurance  Availability  Report  prophecied  that  these  FAIR  plans  ifould 
beoome  "durping  grotDids",  viz:     "Itiile  «if fording  a  han^  dinping  ground  for 
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±t±m  eSoBBts  in  pLM»»  It  is  no  t 
<«»  11.7%  of  the  a«ti£n^  <ti1^WMW^^  : 

Aiii^w  of  iaGCBB.    In  liis  H—»*-^«»niwe|  now 
£ijidte  tiii«t  iiiBjmr  is  gooaBly 


izefficient,  iwitwf  ttiUyiiij  one  ■Jllifw  too  Hsy  CHplcyvaB.    As  UbLas 

puts  it: 

Roots  of  tbB  indostzy's  ineCCicienqr  «»  —lifhlrt,     Ihs  fire 
insuEanoe  Iwiiiw  gnar  <p  as  a  aBBBl^A  i  iiin-iB   in  pdos  fixing. 
Ibe  life  iiimiMB  Iwiiw  is  <lr»inHhfri  fay  gisnt  ■ofcosl  insuDSEs 
%d]08e  ■BnsgBHDts  hane  no  one  ti>  sBBHsr  ti>  Int  ttHBBelws*    Hhqt 
are  soti^PBtad  tOMzd  gracing  Ishjhi  »  not  Ibbbss'*    One  sii^ 
tlie  wilnrt  place  to  iapoae  Its  GMn  tmnwir  disciplins  —  It  is 
oaipetiticn  baaed  on  pKioe  tiiat  has  alasys  ban  the  aonat  wpaac 
to  efficiency  —  bat  iiiB4iM.e  pcioea,  parti fwlarly  Ufa  iiiB4iM.e 
pcLoea,  aze  nobociauBly  bozd  to  eoalnabe,  laaving  imiaam  ii  maisla 
to  spot  tlK  best  mluea  and  instipara  under  little  pEsaaure  to 
pKovide  thcM     Bedaal  rajnlatifltt  and  antitzuBt  statubaa  lazgely 
eoBEspt  tbe  inmzanoe  indbatzy;  state  najnlafpes  are  andooa  to  lDe^> 
even  inefficient  nrarwnlea  profitaMe^  lest  policyfaoldBrs  be  left 
stzanded  or  rlwi—  go  mwiid.    Hien#  tDO»  tfaara  ase  tiia  pDoUflss 
of  policytaoldecs  gleefully  dfffnartfng  tfaair  inaurezs  and  of  insurers 
callcuBly  cMapling  tlieir  iiimeds  —  an  iiiarenUy  inefficient  and 
aeeadngly  irccaediable  dzcle  of  distrust. 

There  aze  iieyB  to  ia{XG«e  the  aysteai  radically.    But  this  is  not  an 
industry,  by  and  lazge,  tliat  seeks  zadLoal  iqpccMBsent.    Inbred  and 
Hving  i^  ooafortable  isolaticn  with  its  state  zegulatocs,  it  baa 
been  slov  to  izncwate.    A  "cash  oaw"  of  the  fizst  ordert  it  has 
resisted  change.  ^ 


7.  (continued) 

stbjectively  detezndned  Htsad"  risks  (the  %iocst  aqpect  of  which  nay  be  their 
failure  to  fit  the  insurer's  ooqpetitive  aode) ,  the  plans  likewise  furnish  a 
escape  valve  whidi  has,  thus  far,  preaorvod  the  traditional  and  hitherto 
sacrosanct  perogati^^  of  the  insurer  to  be  azisitrary  in  the  exercise  of  its 
tndexvriting  judcpents.    There  appears  to  be  oonsidBzable  basis  for  an 
inference  that  the  plans  have  inintenticnally  provided  a  new  vehicle  for 
stepping  ip  the  abandcfnent  of  urtun  cons  azeaa  fay  individual  inaurars." 

8.  Tobias,  Andrew.    The  Invisible  Bankers,  New  York:    Linden  Press,  1982, 
pp.  24  -  25. 
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Mr.  Tc±)ias'  book  should  be  zequixed  reading  for  every  neniier  of 
Congress. 

•Rie  Urban  Plans;  Redlining  Inplioaticne 

Several  years  after  the  availability  of  these  pzograro,  HDD  reported^ 

that  the  Full  Insurance  Availability  Report's  predLction  of  the  FMR  Plan's 

exacerbating  redlining  had  oone  to  pass: 

"...  insuranoe  redlining  is  widely  practioed  by  insurers." 

Insurance  oonpanies  redline  by  means  of  adp-oode.  As  a  result 
risks  are  rejected  not  en  the  basis  of  objective  vnderwriting 
standards  but  rather  en  a  highly  sii>jective  peroepticn  of  risk 
assured  for  general  geographic  locaticn. 

Redlining  has  an  undeniable  racial  coRponent  .  .  .  correlation 
tests  show  that  FAIR  Plan  policies  are  slightly  more  liJcely 
to  be  written  in  a  black  or  Puerto  Rican  nei^iborhood  than  in 
a  neighborhood  that  contains  building  violations. 

Insuranoe  redlining  today  denies  many  urban  property  owners  access 
to  a  voluntary  insurance  market.  The  practice  is  not  based  on  any 
sound  vsxierwriting  standards  but  rather  on  highly  subjective 
criteria  that  would  appear  to  result  frcn  xnfomded  generalizaticns 
or  preoGnoepticns  about  urban  property  risks.  lYie  effect  of  this 
practice  is  that  many  property  owners  are  denied  access  to  insuranoe 
at  ciffbrdable  prices.  CGnsec[uently»  %diat  mortgage  financing  is 
available  vscates  even  more  difficult  to  obtain.  EcGnondc  life  and 
opportiBiity  for  jobs  are  closed  by  this  practice  as  business  cannot 
e^qpeand  %d.thout  ziffordable  insurance  protection.  Redlining  relegates 
healthy  risks  to  the  residual  insurance  meudcets  \Arere  they  pay  more 
for  less  coverage  than  their  volunt£u:y  market  comterparts.  In  short, 
redlining  hastens  the  decline  of  neighborhoods  and  beucroas  a  self- 
fulfilling  prophecy.  Any  Federal,  State,  local  and  private  efforts 
to  maintain,  let  alone  restore,  our  cities,  will  not  succeed  if 
insuranoe  redlining  is  not  arrested.  Ibe  future  of  America's  cities 
depends  ipon  early  resolution  of  this  national  problem. 

This  Report  led  to  OGngress  passing  the  widely  debated  Holtanan  Anen^nsnt,  which 

tried  to  ocntrol  the  most  blatant  manifestation  of  redlining:  hi^  rates.  It  wos 

T.     Insurance  Crisis  in  Urban  America,  Federal  Insurance  Adtadnistration*  1978. 
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arscn  history,  etc.  For  cadLme  insurance,  the  definition  could  include  lodes 

and  other  anti-crime  devices. 

The  only  way  I  can  see  for  Congress  to  terminate  these  iiqportant  prograns 

is  to  create  the  climate  vihere  state  systems  will  serve  €dl  of  the  legitimte 

insurance  needs  of  America  through  the  private,  ccnpetitive  market.  As  Full 

Insurance  Avadlability  pointed  out: 

.  .  .  the  proposed  reform  .  .  .  would  .  .  .  reverse  the 
movement  toward  more  Federal  involvement  .  .  •  the  Federal 
Crime  Insurance  Program  could  be  ocnpletely  withdrawn  .  .  . 
FAIR  Plans  could  also  end,  €athough  Federal  riot  reinsurance 
could  still  be  provided  to  insurers  desiring  it. 

That  is  as  true  today  as  when  it  %«as  written  in  1974. 

Further,  this  reform  would  enhance  conpetition  in  price  and  service  by 
eliminating  selection  conpetition  for  those  risks  quedifying  under  the  "good 
risk"  category.  It  is  my  belief  that  tens  of  billions  of  dollars  %fill  be 
saved  if  Congress  would  siiiply  require  insurers  to  deal  for  "good"  risks  as 
Congress  defines  that  term,  and  if  the  National  Insurance  Ccnsuner  Organization, 
the  states  and  others  continue  to  develop  needed  oonsuner  shopping  guides  to 
fill  the  current  informaticai  void. 

Conclusion 
Please  think,  if  you  will,  of  today's  econony,  crying  out  for  more  productivity 
and  lower  out-of-poc]cet  oonsuner  cost;  think  of  the  insurance  industry's  gross 
inefficiency,  eating  n>  —  like  PAC-MAN —  almost  12%  of  the  nation's  disposcisle 
incone,  yet  paying  back  less  than  50^  for  every  dollar  of  inocme  over  the  last 
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Chairman  Gonzalez.  Mr.  Mersky,  if  you  will  please  for  the 
record  give  us  your  identification. 

STATEMENT  OF  BARRY  L.  MERSKY,  INSURANCE  AGENT,  GLOBAL 
INSURANCE  CO.,  SILVER  SPRING,  MD. 

Mr.  Mersky.  Yes,  Mr.  Chairman,  I  am  from  Washington,  and  as 
the  hour  is  late  I  too  will  try  to  summarize  my  prepared  statement 
and  ask  that  the  entire  prepared  statement  go  into  the  record. 
Thank  you  for  the  opportunity  to  testify.  My  involvement  with  the 
Federal  crime  program,  and  I  am  going  to  discuss  solely  the  Feder- 
al crime  program,  dates  back  to  its  inception  in  1971,  as  the  at- 
tached letter  from  James  M.  Rose,  Jr.,  indicates. 

For  the  last  several  years,  as  agents,  we  have  been  concentrating 
on  commercial  policies,  as  opposed  to  residential.  Our  clientele  has 
been  the  **mom  and  pop"  inner-city  stores  for  which  the  program 
was  originally  designed.  If  you  so  desire,  I  could  obtain  written 
statements  from  these  and  perhaps  other  insureds.  I  only  had  2 
days  to  prepare  this.  If  you  like  I  will  try  to  get  written  statements 
from  the  people  that  I  am  going  to  mention. 

Chairman  Gonzalez.  If  it  would  not  be  an  imposition  and  you 
could  do  so,  I  think  it  would  add  to  the  weight  of  the  testimony.  I 
appreciate  the  offer. 

Mr.  Mersky.  Be  glad  to,  Mr.  Chairman. 

Point  No.  1.  Need  to  maintain  FCIP — Crime  does  lead  to  business 
closings. 

As  you  are  aware,  the  Federal  crime  program  was  established 
following  the  urban  riots  of  the  1960's  to  help  keep  businesses  in 
the  high  crime — usually  inner-city  areas. 

In  some  respects  it  has  accomplished  that  goal,  but  it  has  not 
helped  retain  as  many  of  the  businesses  as  intendcKl.  Nevertheless, 
it  is  terribly  important  to  realize  that  businesses,  particularly 
small  businesses,  do  close — often  permanently — following  repeated 
robberies  or  break-ins.  For  example: 

One,  Melvin  Smith  of  Smitty^s  Bakery,  located  eight  blocks  from 
here  along  Pennsylvania  Avenue  SE.,  recently  closed  because  his 
catering  service  suffered  a  severe  loss  from  a  break-in. 

Two,  Vivian  Claypool  of  Pierre's  Clothes  on  14th  and  Park  NW., 
closed  last  year  following  repeated  break-ins. 

Three,  SIS  Records,  a  few  doors  away,  closed  for  the  same  rea- 
sons. 

Four,  Lynch's  Liquor  on  L  Street  NW.,  near  the  Statler  Hilton 
and  White  House,  closed  within  the  past  4  months  because  the  pro- 
prietors, Mr.  Byron  and  Mr.  Schechter,  were  afraid  of  yet  another 
holdup. 

Whether  or  not  a  small  business  will  permanently  close  following 
urban  crime,  it  is  manifest  to  any  agent  who  works  the  streets 
that: 

Point  No.  2.  Almost  no  other  crime  insurance  is  available.  That 
is,  without  the  Federal  crime  program,  there  would  be  no  afforda- 
ble crime  insurance  for  the  small  businessman.  I  would  like  to  take 
issue  with  several  of  the  other  people  on  the  panel  who  have  testi- 

i  that  insurance  is  available.  It  may  be  available  to  the  large 
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chain  stores  and  to  the  large  financial  establishments,  but  for  the 
small  "mom  and  pop"  stores  it  simply  is  not  available. 

For  example,  Kenner's  Pharmacy,  which  is  a  small  drugstore 
servicing  a  captive  senior  citizens  clientele  around  16th  and  R 
Streets  NW.,  recently  was  denied  break-in  coverage  by  Aetna  In- 
surance Co.  The  owner,  Mel  Sacks,  absolutely  needs  the  Federal 
crime  insurance  because  he  has  been  broken  into  several  times,  re- 
cently, and  had  his  narcotics  and  other  merchandise  taken.  If  the 
Federal  crime  was  not  available,  he  does  not  know  how  he  could 
remain  in  business,  and  if  he  closed,  there  is  no  place  nearby 
where  the  senior  citizens  could  get  their  prescriptions  filled.  What 
are  these  elderly  people  then  supposed  to  do? 

Two,  Shepherd  Market  is  a  small  Korean-owned  convenience 
food  store  in  upper  Northwest  Washington.  There  are  no  other  food 
stores,  large  or  small,  within  10  blocks.  Most  other  stores  closed  be- 
cause of  shoplifting  and/or  crime.  The  former  owner,  Mr.  Kwan, 
told  me  repeatedly  that  given  his  losses,  he  also  could  not  stay  in 
business  without  the  Federal  crime  program,  but  he  stuck  it  out, 
made  a  living,  and  provided  a  genuine  service  for  his  neighborhood. 

Three,  Betty  Wittenour,  of  Allen  Business  Machines,  across  from 
the  National  Portrait  Gallery,  around  G  Street  NW.,  was  the  in- 
sured interviewed  by  NBC  referred  to  by  Mr.  Rose  in  his  letter  of 
October  18,  1978.  Mrs.  Wittenour  also  had  been  canceled  and 
unable  to  get  standard  break-in  insurance.  She  was  and  still  is  very 
grateful  for  the  existence  of  the  Federal  crime  program. 

Four,  Leon's  Clothing,  in  downtown  Northwest  had  his  insurance 
canceled  by  a  large  insurance  company. 

Five,  Mr.  Leroy  Harper,  an  elderly,  very  small  businessman,  ab- 
solutely could  not  remain  in  his  retail  record  store  on  11th  Street 
NW.,  a  very  high  crime  area,  without  Federal  crime.  He  earns  just 
a  few  thousand  dollars  a  year  from  this  business,  but  it  is  his  living 
and  it  is  respectable.  If  you  take  away  this  program,  you  would 
rapidly  extinguish  his  livelihood.  Then,  given  his  age,  neither  he 
nor  I  know  what  he  would  do  for  an  income. 

Point  No.  3.  The  Federal  crime  program  is  also  very  necessary  to 
State  lotteries.  While  the  Members  of  Congress  may  be  ambivalent 
toward  State  lotteries,  their  tax  contribution  is  nevertheless  signifi- 
cant in,  I  think,  20  States.  The  lotteries  would  have  a  difficult  time 
protecting  or  collecting  their  money  should  this  program  not  exist. 
For  example: 

One,  House  of  Kleen,  a  drycleaners  on  Eastern  Avenue  and  the 
District  line,  would  not  have  been  able  to  pay  the  Maryland  State 
Lottery  on  several  occasions  following  holdups. 

Two,  Mr.  Tojo  of  Johnny  Boy's  Carry-Out  in  Oxon  Hill,  Md., 
would  also  be  in  severe  debt  to  the  Maryland  Lottery  and  probably 
out  of  business  following  several  crimes. 

Cost  problem.  I  know  the  Federal  Government  loses  money  on 
every  crime  policy  written,  but  in  my  opinion,  that  is  because  the 
program  has  been  structured  to  do  precisely  that.  There  are  prob- 
ably many  lobbyists  here  today  to  urge  that  Uncle  Sam  get  out  of 
the  insurance  business,  or  at  least  not  interfere  with  private  indus- 
try. Their  goal  is  to  keep  the  Federal  crime  program  from  writing 
the  good  and  profitable  business,  such  as  the  large  inner-city  stores 
and  supermarkets.  As  long  as  the  FCIP  operates  with  the  attitu 
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of  allowing  private  enterprise  to  get  the  cream,  inherently,  it  will 
lose  money.  Thus,  every  few  years.  Congress  is  confronted  with  the 
renewal  of  this  expensive  Federal  program,  and  it  becomes  increas- 
ingly difficult  to  justify  the  cost,  in  light  of  the  budget  deficits.  The 
point  is  that  this  program  loses  money  because  private  industry 
and  the  administration  have  structured,  limited,  and  encumbered 
the  program  so  that  it  must  lose  money.  As  long  as  the  program  is 
designed  to  underwrite  those  risks  that  private  insurance  compa- 
nies do  not  want,  it  has  to  lose  money,  which  I  believe  goes  along 
with  what  Mr.  Bernstein  said  about  actuarially,  it  is  impossible  to 
write  insurance  for  the  small  stores,  which  will  cdways  have  large 
losses. 

Then  there  are  several  what  I  call  administrative-servicing  com- 
pany problems.  By  administrative-servicing  company  problems  I 
mean  such  specifics  as  one,  late  payment  rejection;  two,  slow 
claims  payment;  three,  gross  sales  verification;  four,  inspection  ar- 
rangements; and  five,  protective-device  problems.  I  have  briefly 
outlined  each  problem  in  my  written  statement. 

In  sum,  Mr.  Chairman,  I  would  like  to  thank  you  again  for  this 
opportunity  to  testify  regarding  the  Federal  crime  program.  I  think 
the  program  should  be  extended  because  there  is  no  alternative  in- 
surance for  the  inner  cities.  Although  it  is  not  a  perfect  Federal 
program,  it  really  does  allow  businesses  to  exist  and  improve  the 
quality  of  urban  life.  The  problems,  which  also  are  real,  are  over- 
shadowed by  the  benefits. 

[The  prepared  statement  of  Mr.  Mersky  and  the  statements  re- 
ferred to  follow:] 
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Thank  jou  Mr.  Cbalzaaa  for  ihm  opportunity  to  toatify  on  HS  ^731  • 

Ify  InrolTaMnt  with  tha  Fadaral  Crlaa  Frograa  dataa  back  to  Ita  Inoaption  in 
1971,  aa  tha  attaohad  lattar  froa  JaMa  M.  Boaa,  Jr.  indloataa.  Alao,  «a  hcra 
baan  viotad  o^r  tha  jaara  by  tha  Vail  Straat  Journal  (attaohad)  and  othar  nava 
■adla  (anoloaad). 

Tot  tha  laat  aararal  yaara,  aa  a^anta,  wa  hcva  baan  conoantratins  on  ooanarolal 
poliolaa,  aa  oppoaad  to  saaidantial.  CHir  cliantala  haa  baan  tha  "Noa  A  ibp"  Innar 
oity  atoxaa  for  whioh  tha  progran  vaa  originally  daaignad.  In  tha  balanoa  of  ^y 
atataaant,  I  ahall  uaa  apooifio  naaaa  and  inoidanta  to  point  out  tha  banafita  and 
tha  problaaa  of  tha  I\»daral  CriM  Inauranoa  Frogran  (PCIP).  Tina  pazalttinc,  I 
would  hava  brought  aoM  of  thaaa  atoraovnara  with  aa,  or  at  laaat  thair  vrittan 
atataMnta.  If,  howarar,  my  azaaplaa  piqya  your  intaraat,  I  aa  confidant  a 
aaatinc  with  than  oan  ba  arrangad. 

ibint  I.  laad  to  Kaintain  FCIP  -  CriM  Ibaa  Laad  to  Buainaaa  Cloainga. 

la  you  ara  awara,  tha  Fadaral  Crlaa  Frograa  waa  aatabliahad  follovii^  tha  urban 
riota  of  tha  i960*  a  to  halp  kaap  buaiaaaaaa  in  tha  high  oriaa  (uaual^y  innar  oity) 


In  aoaa  zaapacta  it  haa  aoooapliahad  that  goal,  butit  haa  not  halpad  ratain  aa 
aany  of  tha  buainaaaaa  aa  intandad.  lavarthalaaa,  it  ia  tarribly  iaportant  to 

zaalisa  that  BUSUBBSB,  PARriCULARLT  SMALL  BUSIVB3S,  SO  CL0S8  —of  tan  PBMBUTH.T 

FQLLOHIBQ  BKPBiTD  HOBBIRIP  OB  BBXiK-US.  Tot  azaaplai 

(1)  llalvin  Staith  of  a^itty'a  Bakary.  looatad  aight  blooka  froa  hara  along  Binn.  Ava.  8. 1., 
xaoantly  oloaad  baoauaa  hia  oataring  aarvioa  axaffarad  a  aavara  loaa  froa  a  braak-in. 

(2)  ViTian  Claypool  of  Piarra*a  Clothaa  on  14th  A  Park  ll.¥,  oloaad  laat  yaar  following 
rapaatad  braak-ina. 

(3)  318  Baoorda,  a  faw  doora  away,  oloaad  for  tha  aaaa  raaaona. 
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(4)  I^ynch*«  Mqwor  on  L  St.  !.¥•,  bmt  th«  Siatl«r  Hilton  and  Vhit^  Houm,  eloMd 
vithia  ttM  put  four  aontho  bocauao  tbo  pxoprlators,  Mr.  9yzoa  and  Nr.  SobMtor  w«z« 
afraid  of  jtt  anothor  tiol^up. 

Vhother  or  not  a  OMdl  buaiaoaa  will  pozMuantly  oloao  following  urban  oziao,  it 
is  aaaifost  to  any  a««nt  who  vodca  tho  straata  •fKcf : 

BDint  II.  Alaoot  no  othor  ori—  inaur>nca  ia  arailabla.  That  is,  without  tho 
I^doral  Criao  Frogm,  thora  vould  bo  no  affordabls  orino  iamimoa  for  tho  Mall 
bualnossaan.  Hon*. 

niia  unaqoivooal  faot  appliaa  to  -rirtually  all  typaa  of  buaiMsaaa  in 
Waahin^on,  ]).C.  but  particularly  for  tho  innar  city  aaall  ratallar.  Tot  azaaplai 

(1)  gennar*a  I^iaraaoy,  a  siMdl  dru«  atora  aarviag  a  oaptiva  aanior  oiUsoaa  oliantala 
around  l6th  and  B  Sts.,  H.W.,  racantly  waa  daniad  braa^in  oorarafa  by  iatna  Insuranoa 
Co.  Tha  owner,  Mai  Saoka,  abaolutaly  aaada  tha  Fadaral  Criaa  Inauranoa  bacausa  ha  haa 
baan  broken  into  aevaral  tiaea,  racantly,  and  had  hia  narootioa  and  other  aarohaadiaa  takaa« 
If  the  Faderal  Criaa  waa  not  andlable,  he  doeaa*t  know  how  he  oould  reaain  in  buaiaeaa, 
and  if  he  cloaad,  there  ia  no  place  nearby  where  tha  aanior  citiiena  could  get  their 
pxaacriptiona  filled.  (Vhat  are  theae  elderly  people  then  auppoaed  to  do?) 

I  think  that  ainoe  aany  of  hia  praaoriptiona  are  U»ilo9X9/lMlo»li,,   without  hia 
nearby  atoxa,  the  gorexnaent  aay  end  up  paying  aore  for  the  handlii^  and  ahipping  for 
the  aanior  oitisena*  praaoriptiona  he  preaently  filla. 

(2)  31iftjb*rd  Kajfcat  ia  a  aaall  Korean  owned  convanienoe  food  atora  ia  upper  I.V. 
Waahington.  Ibexa  are  no  other  food  atorea,  large  or  aaall,  within  ten  blocka.  Moat 
other  stores  cloaed  because  of  ahoplifting  an^  or  criaa.   The  foxaer  owner,  Mr.  firaa, 
told  ae  repeatedly  that  given  hia  loaaea,  he  alao  oould  not  atay  in  buaineaa  without 
the  Federal  Criae  Prograa....  but  he  atuok  it  out  ...aada  a  UYiag....and  pxovided  a 
genuine  aervice  for  hia  neighboxhood. 
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(3)  Batty  Wltt«nour,  of  Alltn  B>i»in»—  Maohiiw,  aoross  fzoa  the  lational  A>rtx«it 
Oallery*  around  0  St.  R.V.,  vaa  tba  insured  Intarvieved  by  I.B.C.  referred  to  by 
Mr.  Boee  in  his  letter  of  l8  October,  1978  (see  attached).  Mrs.  Vittenour  also  had 
been  cancelled  and  unable  to  get  standard  break-in  insuranoe.  She  vas  and  still  is 
very  grateful  for  the  ezi stance  of  Federal  Crise. 

(4)  Leon's  Clothing  in  dosntown  N.V.  had  his  insurance  oanoelled  by  a  laz)gs  Inwirsnos 
cospany.  Mr.  idler  told  ae  acre  than  once  that  he  could  not  be  in  Visinsas  without 
the  Federal  Criae  Prograa  becauae  he  could  not  afford  the  losses. 

($)  Mr.  Leroy  Harper,  an  elderly,  very  SMdl  businessum,  absolutely  could  not  renin 
in  his  rstail  record  store  on  11th  St.  H.V.,  a  very  high  oriae  area,  without  Federal 
Criae.  He  eaztia  Just  a  few  thoussnd  dollars  a  year  froa  this  business,  but  it  is 
his  living  and  it  is  respectable.  If  you  take  away  this  progrsa,  you'd  rapidly 
extinguish  his  livelihood.  Tben,  given  his  age,  I*b  sure  hs'd  be  totally  dspeadsnt 
on  Social  Security  or  Welfare. 

BDint  III.  The  Federal  Criae  Prograa  is  also  very  necessary  to  State  Lotteries. 
While  the  aeabers  of  Congress  nay  be  aabivalent  towards  State  Lotteries,  their  tsac 
contribution  is  nevertheless  significsnt  in,  I  think,  20  states.  The  Lotteries 
would  have  a  difficult  tiae  protecting  or  collecting  their  aoney  should  this  prograa 
not  exist.  For  exaaplei 

(1)  House  of  neen,  a  dry  cleaners  on  ISstezn  Ave.  and  the  Ustrict  Lixw,  would  not 
have  been  able  to  pay  the  Maryland  State  Lottery  on  several  occasions  fbllowiac 
hold-ups. 

(2)  Mr.  Tojo  of  Johnny  Boy's  Carry-Out  in  Qxon  Hill,  Maryland,  would  also  be  in 

severe  debt  to  the  Maryland  Lottery  and  probably  out-of-business  following  several  orlaes* 

I  have  a  feeling  that  ahould  you  look  closely  at  this  aatter,  you  will  find  that 
the  Federal  Criae  Prograa  is  the  aost  cost-effective  way  to  insurs  these  state  tsz  revsBasi 
But  in  any  case,  I  believe  the  govemaent  has  a  aoral  obligation  to  protect  those  store- 
owners  by  providing  Federal  Criae  Insuranoe. 
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(2)  '^Slow  olalBS  pajaant"  baoooMS  a  aignif leant  problaa  idiaa  you  raalisa  that  aost 
oomarolal  policy-holdare  ara  aaall,  oftaa  aaDgiaal,  buainaaaaa.  I  hava  aaan  aavaral 
go  \mdar  during  tha  tlna  It  takaa  to  aattla  a  clala. 

(3)  "  Oroaa  aalaa  varlflcatlon"  baoooMa  a  pxoblaa  vhaa  a  atora  aovaa  to  a  naw  looatlon 
or  azparlanoaa  a  auddan  Ineraaaa  In  bualnaaa.  Qna  of  our  Insurada  la  praaantljr  naar 
litigation  on  aueh  a  problam  which  occurrad  on  Vhaalar  Boad  S.I. 

(4)  "Inapaotlon  arrangaaanta**  la  a  pxoblaa  whan  althar  tha  atora  ovnar  haa  odd  voxking 
houra,  doaan*t  apaak  Bigllah  wall,  or  tha  Inapactlon  aarvloa  la  alow  and  laay.  inong 
our  Spanlah  and  Koraan  Inaurada,  I  an  aaalng  an  Inoraaalng  nuabar  of  rajactlons,  aliqply 
baoauaa  tha  Inapaotor  oould  not  "arranga"  an  Inapaotlon. 

(3)  Tha  protaotlva  davloa  raqulraaanta,  traditionally,  haa  baan  tha  blggaat  aouroa  of 
problaaa.  Portunataly,  by  aaklxig  Inauranca  oontlngant  on  tha  Inapaotor*  a  raport,  thla 
pxoblaa  haa  baan  aoaairixat  allavlatad.  It  navarthalaaa  raaalna  a  pxoblaa  baoauaa  aaay 
atxuoturaa,  particularly  old  bulldlnga,  cannot  or  ahould  not  aaat  an  abaoluta  orltarla* 

In  aua,  Kr.  Chalraan,  I  would  Ilka  to  thank  you  again  for  this  opportunity  to 
taatlfy  regarding  tha  I\»daral  Crlaa  ftograa.  I  think  tha  Frograa  ahould  ba  aztaadad 
bacauaa  thara  la  no  alternatlva  Inauranoa  for  tha  Innar  oltlaa.  Although  la  la  not  a 
"parfaet"  Fadaral  prograa,  It  raally  doaa  allow  bualnaaaaa  to  axlat  and  laprova  tha 
quality  of  (urban)  Ufa.  Iha  problaaa,  which  alao  ara  raal,  ara  oraxahadowad  by  tha 
banaflta. 
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Br.  2ilr.flc  firrskj 
Clonal   Iriirsrsc* 
7*15  •isrsrsix  Aresnae 

Dear  Sr-   SBrj-rj: 

I  w«rr    rr    tr.£rJc   jr^i    frr  jc»rr   rscstrxcti^e   sc^-ssestisss   far   iia^r3ri:3a{   tbe 
Federal   -nae  Irscrasce  Pr^fraa-     A«  job  kaov,   saoe  oc   atr  s^^xifrcast 
cka^ses   i^   rie   jrrtectiT*    ierice  procecsres   reflect   criiiiiiif— 's    froa  yen:  Mai 
©tier   ixj.riixe    a^eztf    ->:.;   i-are   vrrkei   ortez^ixelj    f?r   ti«   Fetderml  Cr^taa 
Irs^raz^e  Prn^jrsat   si^ir*    ;.r.«    :-nreyrios   ix   15'I. 

Toa  aay  alss  reaeac^r   rral   rie   case   of  one   sf  rocr  i^c7>e£s,  i^ose 
Sesi:«ess   ^«aj    saref  »ir  tie  aiistesce  of   Feceral  Criioe  Ins^uiraace ,  «as  cixei 
oz  ar  S.2.:.    t-cler^asr   iesrriiinj  Federal  Criae  I^ssraace. 

Torr  fcfforrs  :.:  pr jactc  Fec«r*l  Crime  lascrarce  is  Vashis^rsifi.  r«  C«  )ia«-« 
beer  eirresaelT  helpful  to  :±«  Prs^raa  ask£  a  real  serrice  £5  resi^esrs  ana 
bcaise^tes   vlz,  tare    i&eresj   learaed  cf   the  ?ro(;ra&. 

I  fcope  to:;  vill    cortinue   t.o  keep  =s    izLfcrved   of  additiaaal  wrs   ia  wfei^ 
we   cat  Bak.e   ri&e  Prograa  acre   effectire- 


Terr   rr-lj  jo-ri , 


raa<»4 
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KENNER'S  PHARMACY 

1701  —  16th  STREET.  N.W. 

WASHINGTON,  D.C.    20009 

PHONE  NO  7-2031      DU  7-335]] 


March  31,  I982 

Gentlemen: 

On  Janiiary  2k t  1982  I  was  burglarized  by  having  windows  bu8t«d  in 
and  forced  entry.  At  that  time  I  lost  $1,500.00  in  merchandise  and 
1366.00  in  damages.  I  called  oy  agent  Robert  H.  Kent  Company  the  next 
morning  andms  informed  they  would  tiam  it  over  to  Aetna  Insurance  Co.. 
At  the  end  of  the  week,  I  called  oy  agent  back  to  notify  them  "I  never 
heard  from  Aetna." 

That  %reekend  on  January  ^1,   I982  I  was  biirglarized  again.  Ify  loss 
was  over  $1,500.00  agadn.  I  called  the  Robert  H.  Kent  Company  (Agent) 
and  was  told  this  time  I  had  to  talk  with  Mr.  Villiam  Eisenberg  (heads  the 
insurance  Department)  who  was  not  avadlable.  He  called  me  back  the  next 
day  and  informed  me  that  I  had  no  insurance  for  Burglary.  The  policy  I 
had  was  atteudied  with  a  bill  from  R.  H.  Kent  Co,  ^rtiich  stated  it  was  for 
Burglary.  In  fact  all  my  bills  for  many  years  stated  biirglary. 

After  many  long  talka  with  the  R  H.  Kent  Co.,  I  called  the  Federal 
Crime  Insurance  and  asked  for  coverage,  which  he  wrote  up. 

Unfortunately  I  had  3  more  burglaries  in  the  following  weekends  be- 
fore I  could  install  35  bars  and  stop  the  burglaries. 

I  feel  their  is  a  definite  need  for  Federal  Crime  Insurance,  as  agents 
will  or  cannot  supply  this  need  for  small  btisiness.  If  these  buzglaxies 
would  continue  without  insurance  I  would  be  forced  out  of  bTisiness.  I 
am  the  only  Drugstore  in  this  area  serving  Medicaid  Patients  and  Senior 
Citizens. 

Sincerely, 


'^'^'^t^^  jLoui^c^  f^- 
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Chairman  Gonzalez.  Thank  you  very  much,  Mr.  Mersky.  You 
may  have  heard  me  refer  to  California,  when  we  got  to  San  Fran- 
cisco in  early  January.  It  coincided  with  the  devastating  mudslide, 
floods,  and  all  that  was  so  tragic.  It  made  nationwide  headlines. 
Since  then  California  legislators,  mostly,  have  introduced  bills  that 
would  provide  flood  insurance  coverage  for  landslides,  that  result 
from  heavy  rainfall,  and  especially  that  type  that  you  read  about 
in  the  San  Francisco  area,  especially  north  of  San  Francisco. 

Do  any  of  you  gentlemen  have  any  particular  views  on  these  bills 
that  have  been  referred  to  this  subcommittee. 

Mr.  Bernstein.  That  is  probably  a  question  to  a  great  extent  of 
how  much  the  Congress  is  willing  to  lose.  It  is  how  you  allocate 
limited  resources  and  whether  you  extend  the  flood  program  to  yet 
another  risk.  There  is  some  flood,  mudslide,  or  mudflow  which  is 
covered  by  the  flood  program.  Whether  you  include  mudslide  and 
then  take  on  the  whole  question  of  land  use  and  whether  you  can 
really  develop  southern  California  or  northern  California  as  well, 
and  whether  the  program  is  prepared  to  succeed  in  taking  on  the 
politics  of  development  when  it  has  not  proven  it  can  take  on  the 
problems  of  flood-related  development  is  probably  subjective  rather 
than  a  black-and-white  question. 

There  is  no  question  the  program  could  cover  anything  it  so  de- 
fined, but  you  are  talking  about  a  multimillion-dollar  additional  ex- 
posure, and  whether  or  not  you  can  get  the  valid  tradeoff  of  land 
use  for  that  exposure  is  something  that  I  personally  doubt  at  this 
time. 

Mr.  Hunter.  One  of  the  issues  has  always  been  the  problem  of 
how  do  you  map  these  things,  on  the  one  hand.  On  the  other  h€uid, 
the  problem  of  somebody  pays  in  for  20  years  and  suddenly  has  a 
marginal  landslide  but  not  quite  a  mudslide,  and  how  do  you  judge 
which  is  which.  There  are  a  lot  of  terrible  claims  situations.  Per- 
haps the  Administrator  could  help  you  on  how  you  define  when  a 
mud  flow  starts  and  when  a  landslide  starts.  There  has  to  be  a  defi- 
nition, but  it  becomes  very  subjective,  and  you  have  to  draw  a  line 
somewhere.  So  I  would  encourage  you  to  look  at  that  question  care- 
fully and  consider  if  there  are  ways  to  either  define  it  more  clearly 
so  that  people  buying  it  would  be  able  to  tell  the  difference  or  re- 
search the  mapping  issues  so  that  the  land  use  could  be  put  into 
place  to  make  it  a  program  that  over  time  would  offer  hope  for  dis- 
aster relief.  There  are  issues  cutting  both  wavs  on  the  subject. 

Chairman  Gonzalez.  Thank  you  very  much. 

Mr.  Jones? 

Mr.  Jones.  I  think  Mr.  Hunter  and  Mr.  Bernstein  both  make 
good  points,  and  it  would  be  an  issue  for  the  Federal  Insurance  Ad- 
ministrator to  study  and  see  what  could  be  done. 

Chairman  Gonzalez.  There  was  one  other  question,  and  that  is, 
as  was  pointed  out,  I  believe  by  Mr.  Bernstein,  the  present  Admin- 
istrator or  the  administration  has  increased  the  premiums  tenfold, 
2V2  cents  to  25  cents.  Does  that  not  make  it  competitive? 

Mr.  Bernstein.  It  makes  it  noncompetitive  in  that  while  it  is  dif- 
ficult as  Mr.  Shamberger  pointed  out  to  compare  private  reinsur- 
ance coverage  with  Federal  since  the  coverage  is  somewhat  differ- 
ent, the  25-cent  rate  is  so  clearly  above  what  is  needed  to  cover  the 
exposure  under  all  the  standards  that  the  Federal  Insurance  Ad- 
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ministration  has  used  in  the  past  and  is  using  today  to  predict 
what  its  hazard  is  that  no  one  is  interested  in  paying  that  much 
more.  In  some  cases  it  is  included  in  the  private  package  of  insur- 
ance without  a  divisible  premium. 

The  administration  recognizes  that  the  rate  is  not  needed  to 
cover  riot  losses  and  set  the  rate  to  cover  the  crime  losses.  To  that 
extent  it  is  unfair  to  say  that  the  fact  that  insurers  today  are  not 
buying  riot  insurance  is  evidence  that  it  is  not  needed.  It  is  evident 
that  it  is  so  overpriced  that  no  one  will  pay  for  it.  It  may  or  may 
not  be  needed,  but  you  have  passed  the  level  of  discussion  when 
priced  at  a  level  10  times  what  it  was  before,  when  at  the  previous 
price  it  made  $120  million  worth  of  profit. 

Chairman  Gonzalez.  Mr.  Mersky,  did  you  have  a  comment  on 
the  rate  in  the  premium  now  as  an  agent? 

Mr.  Mersky.  Well,  I  limit  my  scope  to  the  Federal  crime  insur- 
ance program. 

Chairman  Gonzalez.  True  enough,  but  there  is  such  an  inter- 
play, since  one  of  the  reasons  given  for  doing  away  with  a  crime 
reinsurance  program  is  the  fact  that  it  is  drawing  away  the  profits 
from  the  other  fund,  and  I  just  thought  maybe  you  had  some  idea 
or  some  notion. 

Mr.  Mersky.  I  do  not  have  any  notion  of  how  the  price,  the  actu- 
arial pricing  of  that  and  so  forth. 

Chairman  Gonzalez.  I  want  to  thank  you,  though,  because  I 
think  your  presentation  is  very  substantial. 

Mr.  Mersky.  If  I  may  quickly  add,  there  are  several  reasons  why 
I  feel  that  the  program  is  not  national  in  scope.  One  of  the  other 
panelists  said  the  program  is  not  national  in  scope,  and  I  think 
there  were  two  or  three  reasons  for  this.  The  first  is  that  we  are 
dealing  with  small  businessmen,  and  when  you  are  dealing  with 
small  businessmen  you  have  to  get  the  agents  out  to  sell  it  to  the 
small  businessmen.  Unfortunately,  the  Federal  crime  program  was 
never  set  up  to  offer  the  agents  sufficient  commissions  to  justify 
selling  it.  Certainly  our  agency  has  managed  to  live  with  the  com- 
missions, but  I  think  that  many  agents  nationwide  do  not  really 
care  to  sell  the  program  because  it  is  not  really  profitable  to  them. 
That  is  not  to  say  their  insureds  may  not  be  happy  with  a  Federal 
crime  policy.  What  happens  is  the  insured,  the  store  owner,  may 
end  up  paying  more  money  and/or  not  having  any  insurance  at  all, 
because  the  agents  really  do  not  want  to  go  out  and  push  the  FCIP. 
And  the  second  reason  there  are  few  policies  sold  is  that  many 
agents  really  do  not  even  know  that  much  about  the  Federal  crime 
program.  There  has  been  virtually  no  publicity  nationwide  to  them, 
and  again,  I  think  it  is  because  of  the  ambivalent  administration 
over  the  years  by  HUD  or  FEMA.  I  do  not  think  one  direction  has 
ever  been  taken.  It  is  always  available,  yet  HUD  or  FEMA  do  not 
want  to  sell  too  many  policies  because  they  lose  more  money.  They 
know  that  if  they  continue  to  lose  money.  Congress  will  cancel  it 
sooner.  So  it  muddles  along.  In  sum,  the  problem  is  that  the  agents 
have  spread  the  word  amongst  each  other  that  there  is  too  little 
money  in  it  for  them,  yet  in  other  places,  agents  are  not  even 
aware  of  the  FCIP. 

Chairman  Gonzalez.  You  answered  a  question  I  intended  to  ask. 
*  had  a  request  here  from  Mr.  Lowery,  who  was  here  earlier,  to  be 
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allowBd  tx>  sofamit  some  quesDoos  liutM^  the  minority  staff  direc- 
tor, Mr.  Tcmy  Valaniana  aiKi  as  far  as  I  am  ooooemed  I  have  no 
objectioii  since  thes^  is  nobody  ebe  h»e  to  oligeci.  ic«  will  recognise 
Mr.  Valanzano  to  direct  some  qiiestions  or  perhaps  make  some 
questions. 

Mr.  Valaxzaxo.  I  would  like  to  direct  the  first  question  to  Mr. 
Bernstein.  Since  Mr.  Hunt^-  rrfereiK?es  the  full  insurance  avail- 
ability report,  which  I  believie  was  done  while  you  were  Federal  In- 
surance Administrator,  I  wcMider  if  you  had  any  oxnments  ctHicem- 
ing  his  comiD«3ts  on  the  report? 

Mr.  Berxsteix.  Some  Federal  reports  have  more  lasting  value 
than  others.  I  think  that  report  and  the  recommendations  I  made 
in  it  have  been  proven  wrong.  That  is  all  I  can  say.  They  seemed 
like  a  good  idea  at  the  time,  but  they  have  not  worked  out.  In  the 
States  that  did  adopt  it  you  found  increases  in  the  percentage  of 
risks  that  have  gone  into  the  residual  market,  such  as  in  Massa- 
chusetts, with  40  percent.  North  and  South  Carolina,  incredible 
amounts.  As  to  States  like  New  York,  without  it,  we  have  10-per- 
cent residual  markets.  In  theory  it  might  have  been  a  good  idea, 
but  has  proved  not  to  work  for  any  number  of  reasons,  which  I  am 
sure  this  is  not  the  forum  to  go  in  to. 

Mr.  Vaulxzaxo.  Mr.  Hunter,  in  your  statement,  one  of  the  foot- 
notes dealing  with  the  flood  insurance  program,  you  refer  to  EDS 
winning  the  competitive  bid  and  cutting  NFIA  costs  about  in  half. 
This  you  say  prompted  Senator  Proxmire  to  award  then-Secretary 
Patricia  Harris  his  rare  Golden  Taxpaj-er  Sa\ings  Award.  From 
Mr.  Bragg  the  other  day,  we  received  information  that  the  flood  in- 
sursmce  contract  for  EDS  for  this  year  coming  up  will  be  in  the 
range  of  S2T  million  a  year.  I  believe  when  you  were  very  much 
involved  in  the  Federal  takeover,  that  figure  was  SIO  million  in 
1978-79.  I  was  wondering  whether  or  not  you  could  tell  us  what 
your  thoughts  are  about  the  validity  of  your  original  cost  estimates 
and  why  you  believe  they  have  escalated  so  rapidly. 

Mr.  Hunter.  Well,  the  original  cost  estimates  held  for  the  first  2 
years.  The  program  was  administered  for  about  half  the  previous 
cost.  There  has  been  escalation  in  part  because  there  has  been 
g^o^^th  in  policies.  Costs  per  policy  is  the  only  way  to  look  at  it. 
You  wll  see  that  even  at  the  higher  levels  currently  being  spent 
per  policy  that  the  cost  is  still  somewhere  if  not  half,  maybe  two- 
thirds,  in  that  range,  on  a  per-policy  cost  basis.  You  have  growth. 
You  cannot  handle  more  policies  for  no  money. 

Mr.  Valanzano.  FIA  indicated  that  the  growth  in  policies  is  no- 
where the  percentage  in  cost.  Policies  increased  by  about  33  per- 
cent since  1979,  while  costs  have  gone  up  170  percent.  One  of  the 
questions  raised  at  the  time  of  the  takeover  was  that  the  cost  of 
the  contract  may  be  in  the  $10-  to  $ll-million  range  for  the  first  2 
years,  but  what  will  happen  after  that.  I  believe  Mr.  Hunter  and 
those  who  were  at  that  time  advocating  this  takeover  indicated 
that  these  costs  would  not  increase  nearly  as  much  as  some  of  the 
members  of  the  committee,  particularly  on  this  side,  said  it  would. 

Mr.  Hunter.  I  would  be  happy  to  submit  for  the  record  what 
FIA  gave  me  in  terms  of  the  costs  on  a  per-policy  basis,  and  you 
will  see  that  the  program  is  being  operated  at  less  cost  than  fore. 
I  would  like  to  go  on  the  record  that  Allstate,  the  Washingtor 
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article,  both  of  those  I  would  like  to  put  in  the  record.  I  would  be 
happy  to  submit  that. 

Chairman  Gonzalez.  Without  objection,  it  will  so  be  submitted 
for  the  record. 

[Mr.  Hunter  subsequently  responded  with  a  letter  to  Chairman 
Gonzalez,  dated  April  6,  1982,  regarding  flood  insurance  policy 
costs,  with  attached  exhibits  prepared  by  the  Federal  Insurance 
Administration.  The  Washington  Post  article,  "Allstate  Sets  24- 
Hour  Rule  on  D.C.  Renters*  Policies,''  also  follows:] 
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Thus,  on  an  actual  dollar  basis,  NFIA  served  the  program  at 
177%  of  EDS's  cost. 

This  is  startling  enough,  but  if  we  adjust  this  series  for 
inflation  (using  GNP  deflator)  look  at  the  numbers: 


1983  Dollars 


1970 

$135.76 

1971 

69.71 

1972 

54.20 

1973 

51.91 

1974 

54.07 

1975 

54.70 

1976 

51.13 

1977 

37.94 

Total  1970-77 

$ 

48.72 

1978 

$ 

17.11 

1979 

15.01 

1980 

21.19 

1981 

19.58 

Total  1978-81 
1983 


$  18.46 

$  13.50  (estimated) 


Thus,  on  a  constant  dollar  basis,  NFIA's  costs  were  264%  of 
EDS's  costs.   Quite  a  remar]cable  record,  considering  that  the  current 
contractor  is  doing  at  least  as  good  a  job  in  servicing  the  accounts 
as  the  previous  entity  and  is  certainly  doing  a  better  job  in  produc- 
ing usaUble  statistics. 

In  the  event  that  you  did  not  get  it,  I  attach  the  April  1,  1982 
Washington  Post  article  regarding  Allstate' s  24-hour  a  day  requironent. 
What  is  noteworthy  about  the  article  to  me  is  the  spectacle  of  the 
DC  Insurance  Commissioner  begging  Allstate  to  relent  (and  even  suggest- 
ing two  approaches  that  still  are  unfairly  discriminatory,  in  my 
view)  and  Allstate' s  "magnanamous"  agreement  to  "consider  these 
options".   This  is  an  example  of  the  weakness  of  states  in  protecting 
consumer  rights  and  the  need  for  an  amendment  to  the  NcCarran-Ferguson 
Act  as  I  suggested  in  my  testimony. 
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Allstate  Insurance  to  ( Consider 
Easing  Rule  for  D.C  Renters 


Two  Allstate  Insurance  Co.  exettu- 
tives  agreed  yesterday  to  ainsider  re- 
laxing the  (x>mpany*s  rule  that  new  ap- 
plicants for  renters'  insurance  in  the 
District  of  Columbia  must  have  some- 
one in  their  homes  24  htnirs  a  day. 

The  requirement  was  imposed  last 
November,  company  officials  said,  be- 
cause of  high  theft  losses  and  low  ceil- 
ing rates  in  the  District. 

James  Montgomery,  the  D.(^  insur- 
ance superintendent,  met  for  two  htmrs 
yesterday  with  the  two  Allstate  exec- 
utives. Prank  R.  Montgomery  (no  re- 
lation) and  (iSene  B.  Mulligan,  who 
came  from  the  company's  headquarters 
ill  North  Br(N)k,  111.,  to  discuss  ihe  re- 
quirement. Superintendent  Montgom- 
ery had  requested  the  mcfiing  after 
expretLsing  concern  that  the  rule  might 
discriminate  unfairly  tigainst  renters 
wlio  work  or  attend  scIkniI  and  are 
gone  from  their  homes  during  the  day. 

KxLsting  Allstate  policyholders  in  the 
hiriUict  are  not  affected  by  the  24 -hour 
rt-qjirement.  It  applies  only  to  those 
•xeking  an  Allstate  renters'  policv  for  the 
tir^t  time  in  the  District  of  lolunili;.!. 


In  adopting  the  ruie,  Allstate  dei^irt- 
ed  from  the  way  it  typically  ofieralest 
elsewhere  and  fruin  the  procedures  of 
other  major  insurers  such  as  Si.iie 
Farm,  (leico  and  Aetna.  The  pnx^•dure 
normally  is  to  «)ffer  insurance  at  regular 
rates  to  renters  who  have  .Homeoiie  at 
home  during  the  day  and,  in  cases 
where  they  are  not  hinne,  t(»  issue  the 
policy  at  a  higher  rate 

During  the  meeting.  Superintendeni 
Montgomery  asked  Allstate  to  consider 
intn)ducing  a  policy  with  a  larger  tlieft 
loss  deductitm— -the  threshold  anMHini 
alMive  which  the  cotiip.my  is  resiMMisi- 
ble— and  a  lower  premium.  ;\  miimuI 
INKisiliility,  Ih-  said,  would  Im'  tor  IIh- 
a)in|KUiy  to  accept  other  .se<:urity  una 
sures,  such  its  deadlMilt  hnrks  or  build 
ing  siTurily  syHiems,  in  cases*  where  iIm- 
tenant's  home  was  vacant  during  ilie 
daytime. 

"They  said  they  would  give  serMtis 
consideration  to  tlu.se  options/  Mom- 
goniery  said.  He  said  AUslate  agreecl  in 
re.^i.«iiiu  Ajlla.  »)  U.t\ 
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PEBVIBW  -  OFBBATIOIW 

Nineteen  •ighty-one  ••rntngs  ro«»  3  pw  ewit  to  •  new  reoord  —  $S.t  WBIofi 
"^  despite  •  12  bUUon  inoreeee  tn  underwritinf  kwaes.  The  indaatrj* 
recorded  its  higheet  underwriting  toea  ever  end  eeoond  Mg heet  post-war 
combined  ritio.  Menual  mtes  rose  7  per  oant  (inoluding  8  end  18  point 
increeees  for  hoaeownere  end  personal  auto)  and  had  a  S  point  iaipaet  on 
written  premiums.  Discounting  reduced  total  preniuois  by  S  1/2  per  oant 
(and  commercial  premiums  alone  by  8  per  cent).  Increased  inaured  valuea 
boosted  total  premiums  by  6  1/2  per  cent.  At>out  2  points  of  growth  was 
taken  away  by  such  (actors  aa  the  spread  of  caah  flow  plans  and  audit 
premiums.  As  a  result,  written  premiums  grew  only  3  1/2  per  cent.  Loasea 
grew  at  half  the  rate  of  the  preceding  ten  years  —  only  6  per  cent. 
Severity  rose  11  per  cent,  frequency  improved  the  result  by  1/2  point,  fewer 
catastrophes  subtracted  1  point,  the  ahift  to  caah  flow  plans  subtracted  1/2 
point,  and  under- reserving  (at  least  compared  to  the  prior  year)  subtracted 
1  1/2  points.  Operating  expenses  rose  10  per  cent,  but  a  slight  reduction  in 
commission  rates  (less  profit,  sharing)  held  the  overall  expenae  increiae  to  6 
per  cent.  Net  new  investable  cash  declined  by  $2  billion  to  $9.4  billion,  its 
third  consecutive  decline.  (Paid  loaaes  rose  10  per  cent  while  incurred  loaaea 
rose  only  6  per  cent  which  pared  the  loas  reserve  increaae.)  The  after- tax 
yield  roae  7  per  cent  as  interest  rates  hit  new  higha.  The  retum-on-equlty 
remained  at>ove  17  per  cent,  a  rather  healthy  level  ao  far  paat  the  peak  or 
the  cycle.  in  tt»e  following  pagea  we  explain  why  we  expect  a  flfth 
consecutive  year  of  flat  profits. 

The  theme  of  our  preview  of  four  yeara  ago  was  that  property -eaaualty 
earnings  could  remain  flat  for  aeveral  yeara  until  returns  got  unsupportalrty 
low  or  until  some  external  shock  intervened.  Two  factors  have  combined  to 
drive  competition  and  produce  flat  earninga.  The  first  is  expenae  preaaure: 
companies  are  neither  willing  to  diamantle  their  infrastructure  nor  ^le  to 
afford  not  using  it.  so  they  compete  to  maintain  premium  voluaie.  The  aeoond 
is  returns-on-equity:  so  long  aa  retuma  are  not  drasMtically  inadequate 
companies  compete.  (Except  that  an  individual  company  may  conclude  that  Jta 
return,  either  experienced  or  perceived,  ia  much  lower  than  ita  competitonf 
and  that,  therefore,  it  ought  not  to  compete.)  Company  exeoutivea  do  not 
like  competition  .  The  "invisible  hand**  geta  abort  ahift.  Managementa  aaea 
to  argue  that  competition  invariably  puts  the  industry  in  Jeopardy  of  ruin  and 
the  only  responsible  competitors  are  companiea  that  do  not  take  one'a 
business.  In  short,  although  t>oth  commercial  and  peraonal  lines  seem  quite 
competitive  now.  market  inefflcienciea  may  prevent  the  continuation  of 
competition. 

The  big  queation  is,  "What  happens  to  oompetition  now?**.  Underwriting  ia 
mainly  unprofitable,  leading  some  to  think  oompetition  haa  ended  or  will  end 
soon.  On  the  other  hand,  the  t>ottom  line  ia  atUl  good  (albeit  atagnant), 
leading  others  to  expect  further  oompetition.     Our  anawer  varlea  by  Una. 


*  All  figures  and  text  •  throughout  thia  report  refer  to  Stock 
Property -Caaualty  Inaurera,  that  ia,  companiea  owned  by  StoekhoMera  rather 
than  Policy holdera. 
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Competition  for  peraonal  lines  has  olsariy  ended  (except  for  the  long-term 
price  difference  between  agency  companies  and  direct  writers).  Rate 
increase*!  are  coming  and  in  enough  vduaie  to  turn  the  combined  ratio  down. 
Returns  remain  high  and  homeowners  underwriting  was  turning  without  major 
rate  increases  so  the  size  of  recent  rate  increases  is  surprising.  The  major 
insurers  have  decided  independently  to  raise  rates  by  as  much  as  IS  per 
cent.  Most  insureds  will  remain  with  their  current  insurers  due  to  fear  of 
cancellation  or  lack  of  access  to  alternatives.  The  amall.  low-priced  insurer 
has  scant  opportunity  to  present  his  case.  The  rate  system  allows  oompsnirs 
to  focus  on  underwriting  so  that  a  losing  combined  ia  alone  enough  to  call 
forth  rate  increases.  Regulators  are  happy  if  they  can  avoid  giving  up  (or 
the  companies  refraiiu  from  taking)  the  full  underwriting  profit  allowed  by 
law.  No  major  company  seems  willing  to  stand  toe-to-toe  and  fight  for  market 
share.     The  result  is  neither  conspiracy  nor  cartel  but  it  might  aa  well  be. 

Competition  for  commercial  property  business  is  reported  to  have  diminished. 
Companies  reported  at  the  end  of  1980  that  ratea  had  stopped  declining. 
They  are  reporting  the  same  this  year  with  even  greater  confidence.  If  this 
is  true,  then  flat  rates  would  produce  an  overall  loaa  for  these  linea  in 
1982- -ratea  on  renewals  must  begin  to  rise  soon  to  produce  a  breakeven 
bottom  line  and  underwriting  alone  will  surely  remain  in  the  red  this  year  and 
next.  Loss  costs  are  well  below  historic  growth  ratea  and  thia  give*  some 
illusion  of  only  modest  premium  inadequacy.  When  losses  return  to  a  more 
normal  level,  premiums  will  be  dearly  inadequate.  Although  there  are 
differences  of  form  among  insurers,  commercial  property  insurance  poUciea  are 
essentislly      fungible.  Competition     continues     because     underwriters     are 

currently  under  instructions  ,  to  retain  "dean"  renewala  (the  owners  are 
honest  and  their  business  profitable).  Before  prices  begin  rising  toward 
manual  rates,  these  instructions  must  be  chinged.  This  in  turn,  requires  an 
underwriting  loas  of  sufficient  sise  to  impresa  management.  And.  of  course, 
underwriting  results  are  reported  after  the  fsct.  So  we  have  modest 
expectations  for  1982. 

Commercial  casualty  lines  remain  quite  profitable.  Although  workers'  oomp.  is 
the  moat  obvioualy  profitable  line,  general  liability  and  ooamercial  auto  are 
also  profitable.  Malpractice  is  the  only  major  unprofitable  area  and  it  affecta 
but  a  few  companies.  Cash-flow  plana  and  other  service  arrangesients  have 
eaten  into  premium  floats  and  IBNR  rsaerves.  OMDpetition  haa  cut  even 
further  into  premiums.  Low  premium  growth  seems  to  have  caused  ooapaniea 
that  relate  IBNR  to  earned  premium  to  under-reaerve.  In  addition,  aome 
oompaniea  are  living  on  the  fat  reaervea  of  1979.  Coapanlea  would  prefer  to 
ignore  the  full  accrual  of  liability  until  premium  vduoM  is  a»re  robust.  Aa 
we  learned  a^ven  years  ago,  companies  oan  be  forced  by  internal  or  external 
preaaure  to  adjust  reserves  at  an  unpropitioua  time.  0>mmercial  auto  rates 
are  rising  aa  companies  file  to  use  ISO^s  1980  ratea.  But  there  is  no  other 
sign  of  rate  activity.  Losses  cannot  be  expected  to  grow  aa  moderatdy  aa 
laat  year,  ao  underwriting  will  deteriorate  further.  However,  returns  will 
remain  high,  hampering  the  implesientation  of  Mgher  ratea.  OMiaMreial 
casualty  is  a  year  or  more  from  an  underwriting  turn. 

P  rendu  ms  should  pick  up  from  laat  year's  slow  growth  snd  personal -linea 
carriera  will  aee  more  than  commerdal  carriers.  The  effect  of  various  factors 
on  total  premiuma  written  ia: 
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Interest  rates  are  starting  the  year  In  a  dvorable  dlreotioti  —  up  —  Ibt 
lenders  with  cash.  Our  eatinates  of  1962  InTestnent  Iiummm  aaaune  lowar 
rates,  on  average,  than  In  1981.  A  aaaller  deoUne  would,  on  balanoa, 
increase  net  inoooe.  (High  real  Interest  rates  are  Civarable  aa  the  Industry 
gives  up  less  in  premiuois  than  it  takes  In  added  investment  Inooae.)  Ws 
estimate  a  modest  increase  in  cash  flow  (Including  a  small  upturn  to  tha 
addition  to  loas  raserves).  Barring  a  aharp  Inoreaae  in  loaa  pajrmanta,  cash 
flow  will  be  plus  or  minus  15  per  cent  from  1961  and  nnat  probably  plus. 
Nineteen  eighty-three  oaah  flow  will  almoat  certainly  riae.  Our  satlmate  of 
how  net  new  cash  will  be  used  is: 


1961E 

Short  Treasuries  500 

Long  Treasuries  1000 

Short  Corporates  415 

Medium  Term  Corporates  415 

Municipals  4600 

Common  Stocks  1000 

Preferred  Stocks  700 

Other  Investments  600 

Net  Cash  Flow  9430 
After-Ux  Rate 

Nineteen  eighty-one  bond  rollover  waa  nearly  $20  billion  (including  ahort-tarm 
positions),  which  waa  on  the  books  at  an  average  yield  of  11.3  per  oanl. 
RoUovera  are  the  same  amount  in  1962  at  an  average  yidid  of  13.5  per  cant. 
Dividend  incraaaea  help  the  yield.  Mora  praferreds  would  be  bought  if  thars 
waa  mora  supply  of  sinking-fund  issues.  Insurara  have  uaually  bought 
corporate  bonda  when  underwriting  loaaaa  rise  but  (a)  large  tax  carry-baeka. 
(b)  caution,  and  (c)  high  tax-exempt  yidida  will  deflect  thla  normal  Intaraat 
towards  (a)  municipala  and  (b)  treaaurlea.  perhaps  even  more  than  wa  have 
anticipated.  The  change  in  average  aaaeta  tIaMa  tha  change  In  yliAd  aquals 
the  change  in  Investment  income.  Last  year  a  large  change  In  yield  tntSmd  an 
unexpectedly  large  inoreaae  in  investment  Income.  Opinion  on  tha  oouraa  of 
interast  rates  vsries  at  leaat  aa  much  now  aa  it  did  a  year  ago. 

Earnings  are  sensitive  to  a  large  number  of  fsctora.  Some  of  thaae  flMtora  in 
1N2  ara: 

Approximate  impact  Of 

I  %  Change  in  Premium  Growth 

1%  Change  in  Loaa  Growth 

1%  Change  in  Expenae  Growth 

1%  Change  in  Invested  Assets 

100  baala  point  Change  in  New  Money  Rate 

1%  Change  in  Conaumer  Prlcea 

1  Point  Change  in  Combined  Ratio 

The  impact  of  each  item  on  1983  raaulta  would  be  the  eame  (in  paroantaga)  If 
It  occurred  In  that  year.  Factora  with  continuing  effecta  (aueh  aa  hlfliar  or 
lower  inveated  assets)  that  sUrt  in  1982.  would  rapeat  thair  dollar  impact  in 
1983. 
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advene  loee  aad  grialMM  treatfe  thet  mm  Jmliipiin  aM  Iwva  alreaiy 
aoaw  eoigei:U»e  aettoa.  «e  aspeot  JIm  aantnc*  «r  wm^  aoapaalea  la  tfl  fei 
a  vaafe  tf  plaa  or  aiaaa  S  par  aaat.  (TMa  eppHaa  la  Ika  daaaa  «r  » 
tarffeat  atoek  eoapeatea  )  Tbe  mat  of  IIm  laaaattr  iHwriJ  Ml  ta  a  faafa  cf 
aimis  S  per  eeirt  to  irtaoa  IS  per  eaait  (vlUi  a  fw  atfveraa  aatprlaaa). 
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•amines.       Oowacreial   eaaaalty 
their  earatnga  «ai   vary   freetly 


We  have  eeti«eted  the  inveated  aaaeU  and.  thua,  inveataeiit  inooae  for  each 
category  by  aatteating  iu  ahare  of  loaa  naarvaa.  oneaniad  preoittna.  other 
UabiUties.  non-invested  aaaata.  and  ahareholdera  equity.  Equity  la  ^»'*"«t»i^ 
as  s  premiuiBs-to-surplus  mtio  of  3-tD-l  aithoagh  stock  eoapanlaa  actually 
sversge  2-to-l.  It  fa  GAAP  equity— regulatora  look  at  atatutory  aurplua,  but 
GAAP  is  s  More  SMeningfttl  ■eaaure.  If  «•  vere  to  baae  equity  on  iU  mtIo 
to  loss  reserves,  then  rstums  on  eoaaereisl  ooaualty  uould  decline  and 
returns  on  oomseroial  property  uould  riae.  "Additlottal"  equity  uould 
decline. 

Most  large  companies  have  eoaM  haadle  on  retuma  by  Unm  although  we  believe 
they  generaUy  attribuU  leae  inveatsMUt  Inooae  to  each  Ine  than  do  ve. 
Major  coapanlee  generally  tia  for  an  underwriting  profit  on  new  buainaas 
.(although  firat  year  butineaa,  in  fact,  ataaoat  alwaya  kwaa  aoney).  Thay  will 
accept  s  projected  loaa  on  renewal  bualnaaa  to  keep  It.  (Between  7%  and  M 
per  cent  of  the  average  ooapany'a  bualnaaa  each  year  la  laaawala.)  Newer, 
•ore  aggreealve  ooaipanlea  are  very  aware  of  pnlautlal  retuma  and  ooapata 
for  long-tail  bualnaaa.  (Whether  or  not  theaa  aoaipoaiaa  are  retaining  enough 
inooae  to  pey  eventual  losasi  reaalna  to  be  eeea.)  Tka  vatt  aojorlty  of 
eoapaniee  continue  to  aeaaure  their  ■ueeaii  by  uttdarwrlUng  mtioa  but  are 
foroed  to  aooapt  poor  (to  thea)  reaulta  by  retum-orlantad  ooapetitara. 

Surplua    reaains    abundant    and    proflta    reaafai    Mgh.       MU,    paraonal   Hnea 
underwriting     ahould     turn     aore     proAlabla     wtttant    an     earnlnga     shook. 
Underwriting  losass  in  eoaaerelsl  Hnea  will  ilaa  and  U  la  not  olaar  what  forea 
will  be  auffideat  to  turn  thaa.     Wa  have  oauttonad  for  tha  paat  three  yeara 
that  little  can  happen  to  — fc»  woulta  aatarieOy  batter  th>n  wa  pwiaet. 
Surpriaea  are  likely  to  be  negative.    Wa  rapaat  tma  oailtioa. 


Digitized  by  CjOOQIC 


2994 


FBlfll  »  IfOCKg 

Chift  1  thow  stock  pfoptrtT^MHalty  «oap*n7  Gaat  pnflti  (in4«i«l  ^ 
ItM)  And  th*  aanaAl  mivi*  o€  Sundwd  »  poor'*  pffipvrtT^uiiAJiy  vtvMli 
prtM  Lndu  (aiu  lndn«tf  to  im).  E^rninfi  hara  l>Hn  cnnil<l«rmMT  kh 
ToUtia*  th»Ti  itoek  prion.  A  b«lUr  e»rr«J*aort  li  b«ti*«tfi  itook  prtn  tn4 
book  VKlufl  tout  Uie  ntte  erf  pHo«  U)  book  tmIm*  tui  d«Un«4  ttHdUj  Mdo« 
itit.  ««  tMU«T«  (hli  r«n*etB[  <t>  t  fvnvnllr  r*4u«d  ^AliutlcMi  oT  *qulll« 
an<l  (1)  Iht  irovlnB  dlapcrlty  b«tita«n  nrktt  rUu4  ind  oarrTlnc  *ft)u*  <tf 
tUwl  itnomt  InTflittDtnt*  Oftu»4  by  ftn^nUy  rftln«  Intanat  nt«.  If  ■  tu-fv 
portion  of  tnia  dl«pu-itj  wn  n*UR«d  tor  uiir  Mwon  (tuoh  ta  rwff«tlT«  euh 

lloif)*    book   TBlUM    would    b«    WT^ntj    (UHg*d>       (Th*   ATffUMAt    ftw   nrrflitg 

flxod  lnoo«M  mmU  «t  *qKH^li«d  uat  !■  Uiit  thay  «iil  tM  h*M  untU  wturlty. 
Tlllt  te  MstorloiJly  tmo.)  ' 

Th«  trond  d  Mnilii(«  ho  aooolontod  ilnoo  19T0  m  tho  iMtt-tqoarM  gtowth 
Un—  show.  Prolootod  Mrnlngs  ar«  ohistorod  around  tho  doTon-yeor  gtowth 
IliM  and  ar«  not  Hkaly  to  daelina  to  tha  kmgar-tana  trond. 


Digitized  by  CjOOQIC 


2f9D 


-i-LL 


n. 


r-"fc-t: 


i  — 


Digitized  by  CjOOQIC 


2996 


correlation     b«tw««n     wlaU 


•n'l      Ti'-A 


l«Uy«     Mminfc*  

both  th«  SftP   Prop«rty-C«i>u«lty  lr.d«jx  arij    -.hv 


Th«rfi      '•     «      stronii; 
piice/ffiirnlngft   r»U<'fi   ! 

Nulti-l.ine  IndvF.  versus  th«  8ftP  500  Indox.  (We  use  esoh  yon***  iiv<tsige 
price.  *  The  invorge  r^At*onship  (in  rough  t«mw>  is  that  for  ^very  10  pet 
cent  'he  groups  gain  or  Ion*  in  relsUTc  earnings,  they  loss  or  gs'n  S  per 
oenl  m  relative  P/R.  8ucn  a  reJationahip  is  bro-ndly  typical  of  oc'lcnJ  stocks 
although  the  correlation  is  rarely  so  good.  For  the  P-C  ooapanies.  1900  and 
'81  w<7re  no  clnge  to  the  Mne  It  is  tnpoaaible  to  aay  the  relationahip  has  been 
broken.  Ho«»rver.  the  aiulU-Hne  nhow  di9tinf*t  signa  of  breaking  ou«  of  tnrr 
tracV.  They  geinM  roore  relative  P/E  in  1080  and  '81  than  was  pr*<li''tit*'.*. 
We  ^ho«.  in  Ch%ri  IV.  the  poinU  the  formula  projeota  for  1982  and  19HA. 
These  pcintn  woulH  r«9ult  in  10  per  cent  underperforaisnoe  of  the  SiVT  )0.  In 
fact,  w-^  eypoct  the  truJtl-line  f^roup  to  outperform  the  SaPSOO,  »h»i,  ;r  rt->*T 
wor^Jx.  !•  vfll  hold  on  to  much  of  ita  relative  P/E  gain.  Thia  wc»«:d  l>epe-  r 
r  C  <x?mp.«ri*es  «*  inventors  wiught  investments  in  oompsnies  wltb  <(in:''%r 
cbn»'pcteHBticf..  Vfe  recommend  overweighted  positions  in  muIti-Unc  c<iw|)^r.ies 
*!'.  ** J^^^l^y-^-ifl'iZ-'r?  H*cg'y  tc  hold  on  to  r^tive  P/B  gaina.  We  recrMiivrnd' 
an  "average  w: ghting  in  the  property-casualty  group  because  ( s">  _♦  h e ry_  \n 
eerntngs  ri»k  and"  (b) "there  is  no  evidence  yet  of  a  change""!?!  Vafus^tofu 
Both  groups  could  appreciate  relative  to  the  market  without  .becoTJinjj 
overpriced  in  historical  terma. 
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Table  III  thowt  toftSt-tquarM,  ooapound  growth  r«tM  tor  ▼arioiM  ■MSurM  of 
the  property-oMualty  Industry  (plus  the  aTerege  retum-on-«qiilty)  •  Hmm 
neaaurea  are  all  (excepting  average  atoek  price  perforaance)  higher  for  the 
moat  recent  decade  than  for  earUer  perloda.  Much  of  this  is.  of  eovrso, 
attributable  to  inflation,  which  roae  nearly  four  tines  as  liist  in  the  'seventies 
aa  in  the  *aixtiea.  But  all  of  the  significant  indlcatora  (except  stock  prloe) 
show  a  substantial  margin  over  inflation.  In  particular,  note  the  M  per  osnt 
growth  in  inveatment  income  and  the  18  per  cent  growth  in  earninga  —  the 
industry  wss.  on  balance,  successful  in  trsnslating  increaaed  investaieiit 
income  into  earnings.  In  the  laat  two  oolumna  note  that  a  higher  ROB  is 
asnociated  with  incressed  volatility  of  returns. 
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There  is  s  csnsrd  msking  the  rounds  to  the  effect  thst  disinflation  (s 
remarkably  ugly  neologism)  is  good  for  property-caaualty  earnings.  This 
has  no  basis  in  experience  and  is.  in  fiict.  dianetrically  opposed  to  the 
experience  of  the  paat  thirty  years.  This  erroneous  view  Is  formed  from  two 
bsslc  nisspprehenslons.  First,  thst  property-cssuslty  companies  sre  wot 
successful  in  pssslng  on  the  effects  of  inflstion.  Second,  thst  inflation  after 
a  loss  occurs  hss  s  significsnt  impsct  on  the  eventusl  loss  peysMnt. 

Tsble  IV  shows  the  growth  rste  of  vsrious  measures  of  the  industry  sfter  the 
underlying  dsta  hss  been  sd justed  with  the  consusMr  price  index. 
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th«  *sixtiM  M  Mn  b«  Men  in  Tabto  V.  Lom  fmrrm  m  oam  mmmuf  of  th« 
leverage  of  the  oeeuidty  buelneee  (if  the  lerfeet  flak  is  undeffeetiaetlon  of 
pest  losses).  (They  ere  siso  rtvUsr  to  dsM*)  By  this  ■sssurs,  leverage 
hss  risen  SO  per  oent  since  the  'sixties  end  190  per  oent  Mnoe  the  *flftlee. 
But  Isrger  loes  rssenres  sre  in  snother  sense  •  reduetlon  of  the  ilsk  of 
future  defieieneles,  so  the  sMSSurs  is  not  perfect. 


Other  signs  of  inoressed  or  deereesed  leversge  sre  shown.  The  esmings 
impact  of  s  one  point  change  in  the  combined  ratio  haa  de<dined  oontinuoualy 
while  the  impact  of  a  one  per  cent  change  in  loea  reaenree  haa  riaen 
modestly.  Maing  profit  margins  show  that  inoreaaed  leverage  ia  not  the  only 
reeaon  for  rapid  earnings  growth.  While  the  average  oombined  ratio  has 
hardly  changed  aince  the  'eixtiea.  its  volatility  haa  inoreaaed  by  a  fictor  of 
three,  indicating  increased  riak.  The  pattern  ia  not  deer,  but  inoreaaed 
leverege  aeema  to  account  for  lesa  than  one-half  of  real  eaminga  growth. 
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The  following  pages  include  information  about  the  paat  ten  years*  operations 
for  stock  companies,  five  yeara  of  historical  by-line  results,  and  two  yeara  of 
by-line  pro)ectiona.  Theae  tablea  are  either  from  A.M.  Best  a  Gb. 
Aggregates  a  Averages  (1945  ■*'  ser.)  or  are  derived  In  large  part  from  it. 
GAAP  results  include  our  estimatea.  In  so  far  aa  is  possible,  we  have 
excluded  income  and  equity  from  non-property-caaualty  sources  because  no 
comprehensive  data  is  available.  (This  is  most  significant  in  the  caae  of 
related  life  insurance  companies.)  Where  appropriate  we  have  also  eliminated 
inter-company  tranaactiona.  (Xir  underwriting  model  la  baaed  on  the  reaulta 
of  nine  major  lines  plus  "all  other".  (Xir  pro)ectiona  are  baaed  on  paat 
experience  of  the  line  and  our  aaaessment  of  the  future  for  major  factora  auch 
as:  rate  changes,  discounts,  units,  coverage,  values,  loss  frequency,  loss 
severity,  and  reserving.  Some  of  these  factors  can  only  be  quantified 
indirectly  for  paat  years  and  anecdotal  evidence  is  the  main  source  for  them. 
Tablea  XIIl-XXV  aummarlxe  paat  and  projected  results  by  Hne.  Our 
investment  income  model  is  based  on  estimates  of  the  earnings  from  each  major 
category  of  investment,  it  provides  for  short  and  long-term  investments,  and 
it  provides  for  rollover  and  net  new  investment.  Some  assumptions  are 
unavoidable.  For  example,  we  assume  that  all  capital  gains  are  attributable  to 
common  stocks. 

Last  year,  more  than  one-half  of  the  underwriting  loss  came  from  general 
liability  and  private  passenger  auto  «l.O  billion  and  $1.5  txillion 
respectively).  Only  fire  and  allied  linea  were  profitable.  The  oommerotel 
lines  had  very  alow  premium  growth  aa  a  result  of  competition,  which  Is  the 
major  reaaon  for  the  size  of  the  general  liability  losa.  The  sise  of  the  private 
passenger  auto  loss  was  attributable  primarily  to  a  sharp  reduction  in  the 
gain  from  lower  frequency.  Homeowners  waa  the  only  major  line  to  ahow 
improved  results  owing  to  reduced  ailver-theft  losses,  reduced  cataatrophe 
losses,  fewer  large  loaaes,  and  sharply  reduced  inflation  in  home  repair 
costs.  Stock  companiea  gained  personal  lines  market  share  for  a  second 
consecutive  year.  Catastrophe  loaaea  for  all  P-C  companiea  declined  one-third 
to  $700  million  from  $1.1  billion.  Several  aourcea  note  a  decline  of  similar 
magnitude  in  the  number  and  aggregate  value  of  large  fire  losses  for  both 
commercial  buildings  snd  homes.  Reduced  loaa  frequency  was  spread  widely 
through  the  lines.  Worker's  oomp.  benefitted  from  an  absence  of  benefit 
increaaes  as  well  as  reduced  loss  frequency,  particularly  of  major  aocidenta. 
Malpractice  was  the  only  line  with  major  reaerve  problems  although  a  handful 
of  companies  added  to  workera'  comp.  reserves  and  a  amaller  number  added  to 
general  liability  reaervea.  Retum-on-equity  remained  high.  Cash  flow 
declined  for  the  fourth  oonaecutlve  year  while  the  yield  shot  up.  Bxpenaea 
remained  a  problem,  especially  loaa  adjuatment  coats- -lawyers  have  not  yet 
heard  about  reduced  inflation.  Forthwith  our  hiatorlcal  reviews  and  by-Une 
analyaea. 
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Fire  underwriting  improved  alightly  in  1981  despite  widespread  price  cutting 
and  modest  value  increases.  The  main  cause  <tf  this  favorable  reault  waa  a 
relatively  low  incidence  of  large  fires.  Some  companies  believe  favoral>le  loss 
experience  was  a  reault  of  their  good  underwriting  but  the  low  loas  inddenoe 
was  common  throughout  the  industry.  Arson  waa  a  leas  insistent  issue  than 
in  1980;  perhaps  managers  felt  dalnamen  and  fire  marshals  had  become 
sufficiently  alarmed.  It  is  sn  industry  truism  that  the  incidence  of  arson 
correlates  (inversely)  well  with  econoodc  activity  —  a  poor  economy  prompts 
arson -for- profit.  One  would  have  expected  the  combination  of  unprecedented 
interest  rates  and  a  poor  economy  to  have  wreaked  havoc  last  year  but  It  did 
not.  By  all  accounts  there  is  still  plenty  of  reinsurance  capacity  to  support 
low  fire  rates.  However,  some  of  the  bigger  relnsursnce  users  report  they 
are  moving  to  stronger  credits  even  writh  some  price  disadvantage.  FAIR  plan 
results  continued  to  worsen  and  the  year's  worst  fire  «ra8  of  FAIR  plan 
properties  in  Massachuaetts.  The  Reagan  Adniniatration  will  probably  end 
the  crime  and  riot  reinaurance  programa,  which  will  push  more  business  into 
FAIR  plans. 

The  pure  property  lines  require  an  underwriting  profit  of  about  three  points 
to  provide  an  attractive  return.  It  is  dear  that  ratea  are  too  low.  Had 
losses  resched  s  normal  level  last  year,  the  line  would  have  k>at  four  points. 
The  problem  ia  not  with  manual  rataa.  which  aeem  adequate,  but  with  cradits 
on  judgement-rsted  risks  and  with  FAIR  plan  ratea.  With  last  yaar*a  good 
experience  there  will  be  little  Justification  for  raising  rates,  so  a  oKMleat 
premium  gain  is  to  be  expected.  Loaaes  will  be  aided  by  low  inflation  in 
building  coata  but  hurt  by  siora  normal  loaa  frequency.  The  reault  should  be 
sn  underwriting  loas.  which  wfU,  In  turn,  produce  rate  increaaaa  auffident  to 
improve  results  in  1983. 
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Allied  lines  returned  to  the  black  after  two  yeara  in  the  red.  The 
inprovement  was  the  result  of  improved  loss  experlenoa,  in  particular  a  aharp 
drop  in  catastrophe  losses.  Saturn  did  not  oauaa  aavare  loaaea  aa  aoaa  had 
expected.  Catastrophe  loaaea  for  all  llnea  totaled  $TM  adliion,  down  tnm 
$1.1  billion  in  1980.  The  reduction  for  stook-eoaipany  alUed-UiMa  waa  about 
$75  mlllton.  Eren  with  thia  help,  the  line  earned  a  bare  $19  adlilDii.  Uka 
other  linea,  allied  lines  suffered  a  third  straight  yaar  of  aodaat  prMriUM 
gains.  In  oooinercial  eaaualty  thIa  could  be  laid  to  Inoraaaing  uaa  of 
non-insurance  solutlona  to  risk  manageaent  but  alternative  funding  (axeapting 
deductibles)  is  not  in  vogue  in  property  Unas.  Nor  can  outaMa  praaaura  to 
hold  down  ratea  be  blamed  ~  manual  rata  Inoreaaaa  are  eaaily  obtalnad. 
Competition  knocked  eight  pdnta  off  premium  growth  laat  year.  In  1919  and 
1980,  experience  Juatified  rate  cuta.  Laat  year,  only  good  fortune  In  loaaea 
supported  them.  The  federal  governoient  has  returned  crop  Inauranea 
completely  to  private  insurers.  This  will  add  aome  voIuom.  The 
administration  has  discussed  abandoning  flood  insurance,  but  the  program  haa 
a  large  constituency. 

We  are  projecting  a  more  normal  catastrophe  experience  in  1981,  whioh  wHI 
cause  a  significant  increase  in  losses.  Manual  ratea  ahould  riae  thla  year 
because  a  99  per  cent  combined  ratio  is  not  good  enough  In  a  tevorabia  loaa 
year.  Rive  points  of  profit  should  be  earned  in  an  average  year  and  mora  In 
good  yeers.  Rates  actually  are  lower  than  a  year  ago  although  the  dadlne 
appeara  to  have  stopped.  The  ratea  paid  will  again  average  lower  than  laat 
year  and  valuea  should  rise  more  slowly  than  In  recent  yaara.  and  the  net 
result  will  be  s  sharp  riae  in  the  combined  ratio.  By  1983,  pramlusM  aiioald 
be  riaing  rapidly.  If  losaea  grow  at  a  more  normal  rate,  than  raaulta  wHI 
Improve.  Volume  (and  leases)  are  atill  affected  by  the  rtilfl  of  monoHne 
business  to  package  forms. 
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One  y««r  ego  we  reported  the  opinion  of  "toae  ooapan'y  exeeutivee"  that 
rates  had.  at  least,  stopped  declining.  Our  sources  were  wrong.  They  are 
singing  the  sane  refrain  again  this  year.  We  again  believe  then  but  with 
diminished      fsith.  The     oooimercial      mui'lple- peril     oooibined      ratio     has 

deteriorated  by  twenty  points  in  three  years  despite  unaooustonedly  slow  loss 
growth.  Price  cutting  is  the  reason  for  this  reversal  of  fortune.  Manual 
rates  and  insured  values  esch  continued  to  rise  —  by  a  combined  11  per  cent 
in  1980  and  14  per  cent  last  year.  The  average  rate  out  was.  then,  9  per 
cent  in  1980  and  13  per  cent  last  year.  That  Is  to  say,  the  average 
comaierolal  Insured  paid,  in  1981.  less  than  80  per  cent  of  the  1979  rate  per 
dollar  of  coverage.  Quarterly  data  indicate  that  competition  waa  most  severe 
in  the  nrst  half  of  1981  and  that  it  eaaed  sUghtly  In  the  second 
half — diacounts  dropped  from  roughly  17  per  oent  to  only  11  per  cant.  In 
1979.  this  line's  ROB  wss  19  per  cent.  It  feU  to  S  per  cant  teat  yaar.  A 
return  this  low  should  be  sufficient  to  cause  price  increaaas.  Arguing 
against  them  is  the  general  paucity  of  voIuom  combined  with  the  known  desire 
of  companies  to  keep  CMP  renewals.  Companies  promiae  a  "competitive'*  price 
if  the  agent  doea  not  aeek  competing  quctea.  But  if  no  one  la  competing, 
thla  prooeaa  may  lead  to  companlea  competing  with  themaalvea. 

Another  year  of  flat  praoduma  la  unlikely  but  ahowipg  the  ftill  eCTaot  of 
increaaea  in  rates,  valuea,  and  coverage  is  only  slightly  more  likely.  There 
is  every  reaaon  to  believe  kiaaea  will  reflect  a  full  measure  of  Inoraaaad 
valuea  and  ooveragea.  Cataatrophea  and  large  firea  have  been  fewer  the  iaat 
two  yeara  and  thla  Ikvorable  k>as  experience  haa  aupported  an  unpreoadantad 
degree  of  competition.  Rates  cannot  be  changed  overnight.  Aa  a 
conaequence.  results  are  likely  to  woraen  thla  year  and  to  produce  an  overall 
loaa.  By  next  year,  premiums  will  have  enough  OKMaentum  to  produce 
earnings. 
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Medical  nwlpractiee  produced  one-third  of  the  linens  underwriting  IbM. 
Excluding  that.  QL  had  a  combined  ratio  of  112.8  per  cent,  it  earned  $700 
million,  and  it  ahowed  a  return-on-equity  of  40  per  cent.  (Thia  isaunMe  • 
prenlun/aurplua  ratio  of  three-to-one  and  the  ability  to  use  the  tas-loe« 
created  by  underwriting.)     Malpractice  alone  ^d  loee  a  few  doUara. 

Malpractice  ia  well  on  ita  way  to  giving  the  induatry  a  black  eye  again.  The 
high  level  of  loeaea  oonbined  with  no  reeaonable  expectation  of  aufflelent  rate 
increaaea  will  again  cause  an  availability  criaia.  And  the  dootor-owned 
conpaniea  are  only  a  year  or  two  away  froa  aeeing  the  eane  reeulta  as  ttook 
conpaniea  or  worae.  No  conceivable  ahift  in  the  Judicial  winds  can  iUaiiiate 
enough  losses  to  make  the  line  wh<de.  Perhaps  the  answer  tot  the 
doctor-owned  companies  is  to  shift  to  true  caah-flow  underwriting:  i«e.. 
reaerve  only  for  paid  <daima.  This  would  hide  the  problem  for  another  atreii 
yeera.  Stock  company  experience  is  bound  to  worsen  as  old  loases  smarge 
while  premiums  decline.  The  line  is  not  Urge  enough  to  sink  s  major  ttook 
company. 

General-liability  underwriting  deteriorsted  by  six  points.  This  is  the  f^uit  of 
several  yesrs  of  rate  cutting.  Lsst  yesr's  rate  cuts  were  ssialler  than  In 
1980.  This  yesr,  sudlts  will  produce  return  premiums.  We  do  espeet 
sixable  manual  rate  Increases.  Losses  were  quite  mild  in  1981,  and  1901  wHl 
benefit  from  similsr  fsctors:  thst  per  severity  (at  lesst  ss  perceived)  is 
growing  HM>re  slowly,  and  thst  IBNR  growth  has  slowed  owing  to  deeiintng 
presriums.  These  factors  will  not  be  strong  enough  to  prevent  the  combined 
rstio  from  reaching  118  per  cent.  Thnre  is  every  r^mnon  to  expect  a  farther 
cycllcsl  increase  in  losnen  to  rnine  thff  combined  ratio  again  in   1983. 


Digitized  by  CjOOQIC 


ma 


4^4..4^i^i^^i 


&     «    1     «    A 


^  ^  A 


PPA  thre«  off  $1.1  bBSon  in  prafita  for  aloek  e— ywHa  lul  year  ~  cqwal  to 
a  »  per  cent  BOE  for  •  Mp—y  wrttiiic  tte—  %o  mm,.  Not  hmc  ^o  II 
•ppeercd  hkdy  PPA  voold  dedUae  ■■  •  pereeataf*  of  atoek  ooapMiy 
preaioae.  lastcMl.  eereral  atoek  eoapaatea  aow  cxpaet  it  to  be  a  aalor 
fRwth  area.  TIm  lae  iMa  bmitflnul  froa  freater  refvlatory  ■■■imaaa  of 
iaflaticMi  and  graatar  nta  Craadoa.  Alao.  aaapaaiaa  MfCar  iMa  IT  fUmf  pod 
rate  increaa>e  balorc  their  eu»pefltora  fhaa  waa  tnw  aavaa  years  ag».  Mataa 
roae  11  per  eeat  last  year  aad  «ere  tfakic  at  a  IS  par  cent  amiMl  «lip  at 
year  end  —  about  aa  Cut  aa  laaaea  ware  fWag.  rnaiw  growtli  «m  iMit 
by  dertliring  eovaraga:  saw  car  fcelai  ware  domm,  the  fleet  agad.  aad  paopl* 
dropped  oorerage.  On  the  loaa  Mda.  laflatioM  added  ll.S  par  oant  la  ooata, 
but  total  eeverity  adiraaead  IT.S  par  aaat  iMlndtaic  each  erfeela  at  Um 
greater  ooat  of  repalriag  eaeD  eara.  to  in  tba  end  tbara  «M  a  larga, 
unfarorabla  diaparlty  between  growtli  In  ppeajiiae  and  growtli  In  kwaan. 

Laat  yeai'a  aharp  ran-tip  in  laaaaa  eanaad  tte  induatry  to  aeealamta  plaaa  for 
rate  inereaaea.  What  ia  reaailcable  ia  the  aMUty  of  aalor  eoapanlaa  to  ■»!» 
rate  inereaaee  atick  deaplte  a  healthy  ftOB.  SoaM  raaaona  are  O)  tha 
distribution  systeai  baa  an  inherent  inefffclency  that  ereataa  kiaunaomtahto 
probleaa  (in  the  short  tern)  for  a  new.  pitea-eutting  ooaipatltar;  Ct)  tha 
major  ooapaniee  (induding  the  ISO  ooaipanles)  uae  a  rating  ayataai  grouadad 
in  underwriting  profits  rather  than  broader  eMasurea  of  profit;  and.  (9)  Um 
leverage  industry-wide  doods  the  issua.  On  the  other  hand,  ooabinad  latloa 
of  lOt  per  oent  would  have  produced  a  net  loaa  in  the  peat  (the  location  of 
soiae  oMnageSMnts) . 

If  the  factors  that  a»de  severity  four  points  worae  than  inflation  laat  yaar 
•re  long-term  trends  (snd  we  believe  they  are),  than  the  induatry  wHI 
require  IS  per  cent  rate  increases  to  turn  underwriting.  (Frequency  should 
improve  only  sKMlesUy.)  Soom  of  the  largest  suto  insurers  are  ahead  of  the 
market  in  raising  rates  and  should  experience  improved  results  during  the 
next  two  quarters.  Improvement  will  be  delsyed  until  esrly  1983  for  most 
companies. 
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Th«  oooiiMrclal  auto  eoabiii«d  ratio  roM  to  112  por  cent  toot  jmr,  Irat  tiM 
lino  atUl  Mrn«d  about  $3M  Million  (oquil  to  a  IS  por  cent  ROB).  MmmI 
rataa  are  not  the  oauae  of  alow  preHln«  growth  —  the  taidoetry  got  an 
averac*  Increeae  of  l$  per  eent  in  ItM  and  It  per  cent  in  IMl.  An  ISO 
■eaber  oan  ohooae  not  to  iapleaent  a  mte  inereaee  and  anst  eoMpanlea  dU 
not  begin  iaplenenting  theee  increaaaa  unto  late  last  year. 
Non-laiplenMntatton  waa.  in  effect,  a  diaooant  each  year  of  12  per  oent. 
Delaya  in  inpleoMntatlon  and  the  fiMt  that  prioee  are  now  btlow  laat  yeu*a 
average  will  aaMwnt  to  a  farther  •  per  cent  effeettve  mte  oat  tlila  year. 
(SoaM  of  the  diacount  refleeta  good  workenf  eoeip.  experlenoe  in  *peekaged* 
eaeualty  prograaa.)  Severity  ia  ilaing  fbater  tiMn  hwal  Inflatioa  for 
the  ease  reaaon  ae  in  private  paaaenger:  "  aoltlsod"  bodlee 
estenaive  rtpalra  than  panelled  care,  aaaller  care  have  worae 
people  are  recovering  a  greater  portion  of  their  eeoaoade  looa. 
oooar.  and  ao  fbrth.     Such  factora  added  ftrar  polnta  to  fenflatioa. 

Loaa  aaverity  bea^ta  froa  the  ilower  growth  in  traek  and  aato  vataaa 
eauaed  by  lower  inflation.  A  rioaaalon  alao  radaeea  aBpoaoiaa.  Tlw 
induatry  ahouM  bring  noet  of  the  reduction  In  eevertty  la  Ilia  bottoa  Ina. 
Thia  wiU  be  the  walor  poeitive  tiMtor  in  the  Hne  aa  it  ia  unlikely  pnaiaMa 
will  grow  even  aa  teat  aa  alowed  loeaaa.  AppinilMate  balaaaa  between  grawtii 
in  preataaM  and  in  loaaaa  wtl  be  aehlevad  in  1M2.  ROB  ahouM  dray  la  f 
per  cent  in  both  yaara.  Oartag  IMt.  tlila  low  ratam  wOl  be  aaflWaat  to 
end  coapatftlon.  It  takee.  however,  a  year  for  IMa  to  be  raflaetad  alrHaglj 
in  earned  praaduaM. 
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InUnd  Mftrine  to  toss  afrBclBd  than  other  Hum  by  eoapetttloii.  Stfll.  nXm 
were  cut  S  per  cent  tost  jeer  for  iwerdil  oaatoeMre.  Retee  heve  not  kept 
up  with  Infletton,  to  the  liae  to  operetlng  at  an  onderwritinf  loee.  In  total, 
it  shows  a  profit  in  exoees  of  $10f  aHUon.  which  equala  a  IS  per  cent  ROB. 
Good  oataatrophe  experience  waa  a  taAg  Csctor  in  prodaeinf  so  large  a 
profit— with  normal  leases,  the  return  would  not  have  been  neerly  ao  food. 

Ratea  should  begin  to  rise  in  the  next  few  snnths,  but  Tarioua  apecialty 
cover%  will  reaein  quite  ooapetitive.  Slower  growth  in  the  nominal  value  of 
inventories,  rsduoed  new  construction,  snd  slower  growth  In  cargo  (all 
cauaed  by  rsduoed  inflation  and  a  reoeaalon)  wfll  sffeet  growth  In  both 
preaiusu  and  loaeee.  It  to  unfortunate  that  the  impeot  of  theee  moderating 
foroea  wHl  be  greeter  on  premlusu  than  on  loaeee.  Ve  expect  a  run-up  In 
underwriting  loeeee  eerly  in  IMS  followed  quickly  l>y  price  increaaee  and. 
eventually,  improved  reaulta. 
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K«inaur«nc«  (one-third)  had  worsening  experience  last  yeer,  althoufh  thm 
Isrgost  conponent  (Genersl  Re)  asnsged  e  Oat  eoabined  ratio.  Rates  have 
not  yet  turned  up.  The  only  sign  d  hope  is  the  aove  by  soae  of  the  asjor 
buyers  of  reinsursnce  to  strong  reinsurara  at  aoae  price  aacrifloa.  Treaty 
reinsurance  cannot  turn  until  the  priaarj  level  haa  enough  preadun  to  paaa 
on. 

Health  and  dlaability  (one-third)  experience  appears  to  hsve  been  food  laat 
year.  This  Is  written  in  a  P-C  coaipany  for  tax  raaaona  and  siKMild  abow 
breskeven  underwriting  to  a  aaMll  loaa.  Frequency  stopped  rlaing  early  to 
the  yeer  and  ratea  caught  up  during  the  third  quarter. 

Marine  (one-alxth)  rstee  begsn  to  fins  laat  yeer  eltbough  both  hull  and  carfo 
renained  quite  ooaipetitive.  Uoyda  reaaina  reedy  to  punlah  (with  low  fatea) 
anyone  who  tries  to  take  market  ahare.     Loaa  experience  iaiproved  flroai  a  bad 

1980. 

Bonding  (one-sixth)  had  an  unusually  good  year,  given  high  intereat  lataa 
and  week  oonatruction  eetivtty.  It  ahowed  only  s  saall  loaa.  Gbntraelora  are 
under  ever  greeter  strain.  In  the  peat,  reoeaalona  have  wrecked  havoe  am 
employee  honeety. 

Bonding    and     iwinsursnoe    should    crack    during    1982,     the    i»nter 
external   Coroea,    and    the  latter  due  to  decdinlng   ratee   veraua   italiig 
Little  can   happen   to  aaeliorate   theee   raaulta   0ven   the   saall   ilae  of 
marine  and  the  nature  of  AaH. 
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ALLBTA3X  fiES  34-BEIE3  KULC  OK  : 

ADsutte  luBuiJuiae  Co.  aaao^  hi^  liiefi  Johbe  jmd  kiv  i 
charge,  is  nov  jefualug  m  mixe  aBj  m-  jquieu;'  pnKriff*  in  ihr  DiRnei  ef  t 
bia  unkflE  liie  pohrviKifaies'  cac  gnaxsmae  auniwnip  -viU  be  home  24  boms  a  Ai^. 

Distria  iiiii'ii  im  vte  al i piMii  jamid  ADtla  pciikaeE  are  not  afiaurf  lrriiKMi«r 
requiieiiieut.  viiidb  was  adsptefi  in  Noveonber.  Hot  iSie  OBncpanr  is  tuiaimi^  Elavil 
Allstate  polkTboUen  vte  move  ioXD  li^  DiBrkx  and  137  to  umuda  tbar  veMm* 
ocyvemge.  as  veQ  as  Dittrici  jfwidfim»  ayfOtiiig  for  nman*  imm  ^p  for  the  ilrat 
time — ^unkflE  tfae^*  saiisfT  iht  24-bour  mie 

Allstate  E  actian  Jt^utamic  a  deyiuue  from  tiie  var  it  tv|acalh'  u|iii  aiui  in  ^le 
rest  of  the  comitg,!  and.  iiaiiiaaUi  witiiTiie  jaactkaes  of  adiBr  iiu^yor  Jiaareifs.  —A  as 
State  Farm.  AetmL  Graco  and  FireBDas's  InamDDe  Cd.  "IfmhwiiPii  far  tlioae  «aa|Nh 
nies  all  cApicaaec  smpiiBe  ax  the  Allsiaie  move  and  said  they  are  < 
insare  reuten  is  tbe  Diatric:  regardkaa  of  viiedber  tiiey  are  at  bone  ; 

James  MontgDmerr.  acdaof  Bupei  iiitmdent  of  the  D.C.  Departmetiit  of  1 
has  ezpreased  conoem  about  poaaSdr  nnfair  dau  Hninatmn  igaiiMil  renlMBn  ^sho 
woriL  or  artend  acfaoolazid  tbaefcae  cannot  qnaliftr  for  AHattte  cowpcingB.  Hesttdlie 
will  meei  wish  Allstaie  iqafaffiitatrpes  Wadneadaj  to  discuaB  tbe  24-boar  mla« 
which  makes  ezDepciozK  for  tilings  aiuii  as  Taraijanf  and  ni^xts  oat  bill  prdbibils 
coveiage  if  the  policvhokler  has  pegulariT  ■cfaadnled  alwf  m'tifc  fntu  the  borne  durian 
thedar. 

"Hopefully.  I  can  work  someninng  out  informaDj  ^nth  tbe  company  that  will  be 
acoqitabk  rather  than  take  formal  action,''  aaid  Mouteomery^  1^  can  in^poae  a 
fine  or  revoke  or  suBpend  the  lioenae  of  a  raimpany  foand  in  TJoJation  of  local  iMMff^ 

s*ru^^  laws  *g»iwwt  " lact" i TrittMrtirwt 

Allrtate  said  its  robe  is  not  dJacriwiinatory.  *^e  are  in  fiill  oomplianoe  with  ^le 
law."  said  Daxid  Boipe.  a  epokesman  for  tiie  oompanr,  which  now  insorw  an  aMi- 
mated  3,000  renters  in  the  DistncL  He  said  that  the  rule  applies  only  to  miiarB«  not 
house  or  condaminium  owners,  and  that  the  oompanj  has  no  plans  to  expand  the 
restriction  at  this  time. 

Rowe  said  that  the  oompanr.  one  of  the  giants  in  the  insurance  indu!Crv«  has  loM 
money  for  two  years  on  its  D.C.  renters'  insurance,  idiidi  coiwrs  loss  or  Jhnnw  of 
peraonal  posseasions.  *t>ur  losses  and  cgpenaes  wex«  audi  that  we  wes«  spSMin^ 
$IM^  for  every  II  of  premium  taken  in,*'  Rowe  said. 

Those  losses,  he  said,  reflected  thefts  from  D.C  homes.  Rowe  said  that  natkNia) 
studies  have  indicated  that  the  losses  from  uitipeily  left  unattended  fbr  long  pMiods 
of  time  generally  are  greater  than  losses  nnm  property  occupied  24  hours  a  diy« 

At  one  point  Allstate  filed  a  petition  with  the  D.C.  Insurance  Department  asking 
for  a  higher  rate  ceiling  on  renters*  insurance,  so  that  the  company  could  adsqaaie^ 
)y  reco\'er  expenses  and  losses.  Rowe  said,  but  the  request  was  denied.  He  saio  Uie 
only  other  alternative  was  for  Allstate  to  limit  its  exposure  to  renten*  theft  kiMM 
b>'  refusing  to  issue  new  policies  to  tenants  who  are  not  home  M  di^\ 

Allstate  and  other  insurers  normally  offer  two  different  renters  policies  at  two 
different  prices.  Renters  who  have  someone  on  the  premises  24  hours  a  di^  typically 
are  eligible  for  the  company's  standard,  lessexpemave  policy.  Those  who  ane  absent 
part  of  the  day  are  ofifered  the  hi^ier-nak  policy,  wbidi  may  cost  as  mudi  as  50 
percent  more  than  the  standard  coverage. 

In  Arlington,  for  example,  the  Allsute  standard  rentari*  one-vear  policy  for  con* 
tents  worth  $30,000  in  a  brick  hi^rise  apartment  aalls  ibr  $106  while  the  AllsUte 
Indemnity  higher-risk  policy  for  the  same  tenant  would  be  |1^. 

But  in  the  District,  where  the  cap  on  renters*  insurance  for  contents  worth 
S30.000  is  $107,  Allstate  traditionally  has  sold  only  the  standard  policy.  Until  No- 
vember, when  the  rule  changed,  that  policy  was  available  to  renters  regardless  of 
the  number  of  hours  they  spent  at  home. 

One  34-year-old  woman  who  moved  here  recently  fhim  Memphis  I  her  AllsUte 
policy  because  of  the  occupancy  rule.  She  said  she  had  bean  with  a  10 

years  and  had  never  filed  a  claim.  But  whan  she  coi  the  '     ut 

transferring  her  renters'  policy  to  her  new  Chevy  Chase         u 
down  because  of  the  24-hour  occupancy  requirement 

The  woman  checked  with  several  other  oompanias  and  finally 
policy  from  one  of  th^n. 
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The  other  major  insurers  in  the  District,  scratching  their  heads  over  Allstate's  de- 
cision, say  they  intend  to  keep  offering  renters'  insurance  without  the  occupancy 
requirement. 

Geico,  for  example,  which  has  4,252  renters'  policies  in  force  in  the  District,  "will 
write  almost  any  kind  of  policy  as  long  as  the  property  is  in  good  shape  and  we 
don't  have  too  much  concentration  in  one  area,*  according  to  company  vice  presi- 
dent August  Alegi.  As  for  Allstate's  move,  he  said,  "I  really  don't  see  their  ration- 
ale." 

Aetna,  with  3,326  renters'  and  condominium  contents'  policies,  does  not  have  the 
24-hour  rule,  said  spokesman  Bob  Nolan. 

State  Farm,  although  it  reports  a  near  doubling  of  losses  from  tenant  policyholder 
theft  claims  between  1979  and  1981  in  D.C.,  says  it  has  no  such  rule  and  no  immedi- 
ate plans  to  impose  one. 

"Cutting  off  new  business  is  kind  of  an  extreme  step  that  we  don't  like  to  take 
unless  we  have  to,"  said  David  Hurst,  a  company  spokesman.  "It  would  give  our 
agents  one  less  product  to  sell  in  the  marketplace  . . .  and  our  loss  experience  isn't 
bad  enough  for  us  to  do  that." 

Mr.  Valanzano.  I  would  like  to  make  one  statement  with  regard 
to  the  contracts  for  the  takeover  of  the  flood  insurance  program. 
When  we  get  into  a  comparison  of  what  the  contract  was  and  what 
the  cost  per  policy  was,  we  should  remember  two  things,  that  the 
NFIA  policies  and  their  costs  were  determined  on  the  basis  of  a  de- 
centralized system,  and  that  NFIA  could  have  centralized  that 
system,  thereby  cutting  costs.  In  addition,  the  NFIA  paid  State  pre- 
mium taxes  of  approximately  $4  million,  which  was  a  cost  factor, 
and  also  retained  possible  liability  for  losses.  Therefore  we  cannot 
necessarily  equate  the  NFIA  cost  directly  with  the  EDS  cost  since 
in  many  cases  we  are  dealing  with  a  far  more  extensive  operation 
with  retained  liability  on  the  part  of  NFIA,  and  EDS  did  not  pay 
State  taxes. 

I  believe  that  is  it  Mr.  Chairman. 

Chairman  Gonzalez.  Thank  you  very  much.  You  do  not  have 
any  questions? 

Mr.  Fritzel.  Mr.  Chairman,  I  would  like  to  submit  for  the  record 
an  article  which  appeared  in  this  morning's  Washington  Post,  "In- 
surance Firm  May  Ease  Rules.*'  It  is  an  article  on  a  meeting  which 
Allstate  Insurance  Co.  had  here  with  the  District  of  Columbia  Su- 
perintendent of  Insurance  discussing  their  rules,  after  which  they 
agreed  to  reconsider  their  rules.  I  would  like  to  submit  that  for  the 
record,  too. 

Chairman  Gonzalez.  Without  objection,  so  ordered. 

That  was  in  today's  Washington  Post? 

Mr.  Fritzel.  Yes. 

Chairman  Gonzalez.  Identify  it  for  the  reporter. 

Mr.  Frftzel.  It  was  buried  in  the  back  sections,  but  it  was  in  the 
paper  today. 

[The  referred-to  Washington  Post  article  follows:] 

(From  The  WashinRton  Post.  Apr.  1.  11»H2] 

Insurance  Firm  May  Ease  Rules 

Two  Allstate  Insurance  Co.  executives  agreed  yesterday  to  consider  relaxing  the 
company's  rule  that  new  applicants  for  renters'  insurance  in  the  District  of  Colum- 
bia must  have  someone  in  their  homes  24  hours  a  day. 

The  requirement  was  imposed  last  November,  company  officialB  said,  because  of 
high  theft  losses  and  low  ceiling  rates  in  the  District. 

James  Montgomery,  the  D.C.  insurance  superintendent,  met  for  two  hours  vaster* 
day  with  the  two  Allstate  executives,  Frank  R.  Montgomery  (no  relation)  ana  Gene 
'^.  Mulligan,  who  came  from  the  company's  headquarters  in  Northbroc^.  Ul.,  to  die- 
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cuss  the  requirement.  Superintendent  Montgomery  had  requested  the  meeting  after 
expressing  concern  that  the  rule  might  discriminate  unfairly  against  renters  who 
work  or  attend  school  and  are  gone  from  their  homes  during  the  day. 

Existing  Allstate  policyholders  in  the  District  are  not  affected  by  the  24-hour  re- 
quirement. It  applies  only  to  those  seeking  an  Allstate  renters'  policy  for  the  first 
time  in  the  District  of  Columbia. 

In  adopting  the  rule,  Allstate  departed  from  the  way  it  t)rpically  operates  else- 
where and  from  the  procedures  of  other  major  insurers  such  as  State  Farm,  Geico 
and  Aetna.  The  procedure  normally  is  to  offer  insurance  at  regular  rates  to  renters 
who  have  someone  at  home  during  the  day  and,  in  cases  where  they  are  not  home, 
to  issue  the  policy  at  a  higher  rate. 

During  the  meeting.  Superintendent  Montgomery  asked  Allstate  to  consider  intro- 
ducing a  policy  with  a  larger  theft-loss  deduction— the  threshold  amount  above 
which  the  company  is  responsible — and  a  lower  premium.  A  second  possibility,  he 
said,  would  be  for  the  company  to  accept  other  security  measures,  such  as  deadbolt 
locks  or  building  security  systems,  in  cases  where  the  tenant's  home  was  vacant 
during  the  daytime. 

"They  said  they  would  give  serious  consideration  to  these  options,"  Montgomery 
said.  He  said  Allstate  agreed  to  respond  within  30  days. 

Chairman  Gonzalez.  I  know  that  I  had  a  question,  but  the  hour 
is  very  late,  and  we  are  very  grateful  for  your  patience  and  your 
generosity.  Please  know  how  grateful  we  are  for  the  time  you  have 
taken. 

Mr.  Jones. 

Mr.  Jones.  Mr.  Chairman,  I  would  like  to  state  for  the  record 
that  regarding  the  crime  insurance  problem  in  the  District  of  Co- 
lumbia, as  of  January  1981  there  were  only  287  commercial  policies 
written  in  the  District  of  Columbia. 

Chairman  GtOnzalez.  You  mean  crime  insurance? 

Mr.  Jones.  Crime  insurance.  There  were  only  287  policies  writ- 
ten as  of  January  31,  1982. 

Chairman  Gonzalez.  Do  you  have  an  idea  of  how  that  compares 
with  prior  years? 

Mr.  Jones.  I  could  check  that,  Mr.  Chairman,  and  furnish  that 
for  the  record. 

Chairman  Gonzalez.  I  think  it  would  be  important,  because  the 
287  policies,  without  some  reference  point,  would  be  very  hard  to 
evaluate  that  program  in  the  District. 

[At  the  request  of  Chairman  Gonzalez,  the  following  additional 
information  was  submitted  for  inclusion  in  the  record  by  Mr. 
Jones:] 

Response  Received  From  Mr.  Jones 

During  the  Subcommittee's  legislative  hearing  on  April  1,  1982,  Mr.  Barry 
Mersky,  Washington,  D.C.  Insurance  Agent  for  the  Globe  Insurance  Agency,  testi- 
fied to  the  enormous  insurance  market  which  would  go  unserved  if  the  federal 
crime  insurance  program  was  not  extended  beyond  September  30,  1982.  I  agree  that 
there  may  exist  within  the  inner  city  an  availability  and/or  affordability  problem 
for  crime  insurance  in  the  private  insurance  market.  However,  this  problem  exists 
among  those  risks  which  are  classiHed  as  high-risk  or  those  risks  which  are  uninsur- 
able. 

We  believe  a  problem  would  exist  if  there  were  only  one  risk  not  able  to  purchase 
insurance  in  the  private  market.  We  do  not  agree,  however,  that  the  crime  insur- 
ance situation  in  Washington,  D.C.  is  a  national  problem.  We  contend  it  is  a  local 
rather  than  a  national  problem.  A  total  of  412  federal  crime  insurance  policies  were 
in  force  in  the  District  as  of  February  28,  1982.  If  the  crime  insurance  problem  was 
of  national  consequence,  in  our  opinion,  more  policies  would  have  been  purchased. 
This  does  not  indicate  that  a  national  solution  is  necessary  to  resolve  wl  "•"- 
crime  insurance  problem  may  exist  in  the  District  of  Columbia.  This  is  a 
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which  can  be  solved  by  local  officials  in  an  effort  to  correct  that  communities'  crime 
insurance  problem. 

The  federal  crime  insurance  policy  is  issued  for  a  period  of  one  year.  The  follow- 
ing chart  shows  the  number  of  crime  insurance  policies  in  force  in  the  District  of 
Columbia  on  the  last  day  of  February. 


Residential 
poicies  in         poilciss  in 
force  force 


Total 


February  1982.. 
February  1981 .. 
February  1980 .. 
February  1979.. 
February  1978 .. 
February  1977 .. 


132 

280 

412 

167 

287 

454 

178 

303 

4«1 

144 

280 

424 

120 

286 

406 

100 


277 


377 


The  point  we  wish  to  demonstrate,  is  that  if  the  problem  were  so  serious  as  to 
warrant  a  national  program,  more  policies  would  have  been  purchased  over  the  past 
six  years. 

Mr.  Chairman,  there  may  be  a  crime  insurance  availability  and  afTordability  prob- 
lem within  the  District,  but  a  national  program  is  not  needed  to  solve  this  local 
problem. 

Chairman  Gonzalez.  I  think  the  record  also  ought  to  show  that 
the  District  should  not  bear  the  onus  of  a  reputation,  because  let 
me  assure  you  that  in  my  own  area  it  is  a  problem. 

As  long  as  it  is  in  the  record.  Of  course  Mr.  Hunter  will  have  a 
copy  of  the  transcript,  and  he  can  do  the  same.  I  was  saying  that 
very  horrible  crimes  can  occur  where  you  do  not  have  the  density 
but  maybe  a  high  level  of  poverty.  But  I  always  feel  that  density  is 
a  tremendous  factor  of  crime  in  areas  such  as  the  District,  Phila- 
delphia and  New  York.  Yet  this  is  not  restricted  to  dense  North- 
east areas.  The  pattern  of  crime  seems  to  concentrate  on  the  small 
business,  the  convenience  store,  the  drive-in  stores,  where  we  have 
had  horrible  circumstances  of  death  even  in  San  Antonio.  We  have 
had  a  poor  airman  stationed  at  a  local  Air  Force  base  trying  to 
earn  a  little  extra  money  by  working  night  shifts  at  a  drive-in  con- 
venience store,  and  being  shot  dead  even  though  he  was  not  offer- 
ing any  resistance.  We  had  a  series  of  such  crimes  as  though  it 
came  in  waves.  I  do  not  know  of  any  kind  of  protection  against 
such  crime.  It  somewhat  diminished  because  the  bus  drivers  in  my 
home  city  were  not  permitted  to  carry  any  currency,  and  I  believe 
this  is  the  practice  in  the  District  of  Columbia. 

Some  thought  that  such  crime  would  happen  only  in  the  District 
of  Columbia  or  New  York,  but  I  am  saying  it  is  a  national  epidemic 
in  all  communities.  And  I  voted  for  the  original  insurance  program 
because  it  did  have  national  implications,  even  though  the  record 
shows  that  the  heavy  and  perhaps  disproportionate  concentration 
of  use  to  about  four  States.  But  it  does  not  detract,  in  my  opinion, 
from  the  criterion  of  national  policy.  I  am  still  of  that  opinion,  but 
let  me  say  that  I  respectfully  consider  your  views  and  your  recom- 
mendations, and  I  am  sure  every  other  member  of  the  subcommitr 
tee  does.  Thank  you  very  much. 

This  afternoon's  hearings  continue  the  1982  basic  legislative 
y     rings.  We  will  continue  to  have  hearings  in  the  field  and  here 

I  Washington  on  the  continuing  crisis  in  the  housing  industry,  the 
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effects  of  the  President's  or  the  administration's  budget  on  the 
economy  and  on  the  economic  viability  of  our  cities. 

I  wish  to  thank  not  only  aU  the  members  of  the  subcommittee 
and  the  staff,  but  every  one  of  those  witnesses  that  have  traveled 
many  miles  to  be  with  us  and  helped  us  with  these  hearings.  So  the 
subcommittee  stands  adjourned  until  further  call  of  the  Chair. 

[Whereupon,  at  5:32  p.m.,  the  subconmiittee  was  adjourned.] 
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Additional  Material  Submitted  for  Inclusion  in  the  Record 

STATEMENT  OF  THE  HONORABLE  PAT  WILLIAMS 

OW  H.ft.  573i 

BEFORE  THE  SUBCOMMITTEE  ON  HOUSING 

AND  COMMUNITV  DEVELOPMENT. 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

April  23,  1982 


The  Subcommittee  on  Housing  and  Comnimity  Development    '* 
has  taken  a  careful  look  at  the  current  housing  problems 
in  this  country,  emd  at  the  Administration  proposals  for 
federal  housing  programs,  and  has  wisely  developed  an  alter- 
native approach  which  addresses  directly  housing  need^  and 
which  continues  the  fifty-year  federal  commitment  to  provide 
adequate  and  decent  housing  to  all  Americans.   I  am  pleased 
to  be  sponsoring  this  bill,  H.R.  5731. 

One  of  the  objectives  of  H.R.  5731  is  to  ensure  the 
future  existence  of  Public  Housing.   The  bill  provides  adequate 
operating  subsidies  for  the  Public  Housing  program  In  fiscal 
year  1983,  and  provides  for  connt ruction  of  badly  needed  nett 
Public  Housing  units.   The  Housing  Authorities  In  my  District 
support  the  bill.   However,  in  diacuaaiona  vith  the  Housing 
Authorities  from  Montana,  a  concern  was  raised  that  although 
the  bill  allows  sufficient  operating  subsidies  for  fiscal 
year  1983,  it  does  not  ensure  that  such  subsidies  will  be 
available  for  fiscal  year  1984.   Since  operating  subsidies 
for  the  Public  Housing  prograun  have  grown  rapidly  in  the 
past  ten  years,  emd  given  the  current  budget-cutting  fever 
here  in  Washington,  I  appreciate  their  concern,  and  I  asked 
them  for  their  suggested  solution.   They  told  me  that  an  effort 
should  be  made  to  devise  a  Public  Housing  rent  structure 
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that  would  provide  a  stable  financial  base  for  managenant . 
They  asked  for  the  return  of  authority  to  the  local  level 
to  esteiblish  a  viable,  reasoneible  rent  system.   They  said 
that  with  this  authority  they  would  be  able  to  reduce  their 
need  for  operating  subsidies  and  vrould  be  able  to  continue 
to  provide  decent,  affordable  housing  for  those  %#ho  need  it. 

As  the  Subcommittee  marks  up  H.R.  5731,  1  hope  serious 
consideration  will  be  given  to  an  amendment  to  allow  this 
type  of  rent  flexibility  on  a  voluntary  basis.   Such  a  change 
could  allow  many  housing  authorities  a  new  lease  on  future, 
vigorous  existence.   It  would  also  result  in  substantial 
savings  to  the  federal  government. 

Themk  you. 


/^M^' 
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JSzhmm  Affairs 
2139  Baj%mam  BammB  Office  ■■ildli^ 
Haskiagtoa,  D.C.  20S1S 
Atta:   Jei 


R  S731.  TIM  ■Dosti^  &  rnimlt 
Dc!««lo9MBt  Act  of  19S2 


Ob  b^Mlf  of  tbe  imerlcMn  Planning  Association,  «•  noold  Ilka  to  taka 
tills  opportnalty  to  sobalt  for  tha  Inarint  record  1 1— isn  oo  toot 
blU,  The  HooslBK  and  O— itiy  DevelopMDt  Act  of  19S2.  ML  5731. 

As  the  natiooal  organization  of  over  21,000  city  and  raslooal  plaimera 
—  Including  elected  and  appointed  off Iclsla  at  all  levels  of  govern- 
sent,  professional  pract  it  loners,  educators.  Interested  dtlsens  and 
students  —  the  Aaerican  Planning  Asaoclstion  Is  very  concerned  skout 
our  nation's  housing  supply.  Our  niMherrttlp  belongs  to  46  Chapters 
covering  virtually  every  state  and  Congressional  district.  The 
Association's  prlaary  objective  is  to  advance  the  **art  and  science** 
of  planning  for  the  unified  development  of  coenunities,  cities, 
regions,  states  and  the  nation. 

Within  the  last  year,  the  Association  adopted,  in  consultation  with 
its  broadly-based  constituency,  s  set  of  policies  reflecting  planning 
goals  for  conteaporsry  Aaerican  society.  Several  have  direct  rele« 
vance  to  your  bill.  Particularly  noteworthy  la  our  reaff irvation 
of  the  national  housing  goal  to  provide  "a  decent  hoae  and  a  suitable 
living  environaent  for  every  family, '*  which  was  established  in  194f 
and  reiterated  through  the  years  in  various  pieces  of  Federal  hovsiog 
legislation. 

APA's  cosaents  on  the  Interla  Report  of  the  President's  Co— Isslon  on 
Housing  identified  s  growing  gsp  between  household  income  and  the 
cost  of  housing,  and  between  goals  for  the  construction  of  new  housing 
and  the  actual  prodilbtion  of  such  housing.  In  accordance  with  its 
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adopted  policy,  APA  is  concerned  that  future  Federal  houaing  policy 
be  geared  to  meeting  not  only  financial  but  also  physical  housing 
needs  so  that  the  supply  of  housing  can  be  increased.  At  a  time 
when  we  have  reached  the  lowest  level  in  new  housing  construction 
since  19A6,  and  available  resources  for  rehabilitation  have  been 
reduced,  it  is  vital  that  the  supply  of  housing  be  expanded  and 
upgraded . 

Many  aspects  of  the  Housing  and  Conmunity  Development  Act  of  1982 
(HR  3731)  are  more  responsive  than  the  President's  budget  proposals 
in  dealing  with  the  national  housing  supply.   For  exaa^>le,  the 
President's  proposals  eliminate  multi-family  housing  production, 
the  Section  233  homeownership  program,  and  Section  312  rehabilita- 
tion program.   HR  5731  proposes  $1.3  billion  for  new  rental 
rehabilitation  which  could  produce  60,000  -  100,000  new  units, 
retains  Section  233  for  15,000  units  and  provides  $69  million  for 
Section  312  loans.   Furthermore,  the  President's  proposals  provide 
no  program  for  emergency  mortgage  relief.  HR  S731  provides  funds 
of  $760  million  for  76,000  single  family  homeowners.   Thus  we 
support  the  general  appropriations  of  HR  5731  that  deal  with  the 
nation's  housing  supply. 

We  are  concerned,  however,  that  HR  5731  and  most  other  recant  hoosiBt 
proposals  make  no  provision  for  the  maintenance  of  a  planning  ptocmam. 
The  Housing  and  Community  Development  Act  197A  established  rmqulrn-* 
ments  for  localities,  states  and  areawide  planning  organizatiom  to 
prepare  housing  elements.   These  provisions  should  now  be  revived  so 
scarce  housing  resources  might  be  more  efficiently  guided  and  coordi- 
nated between  and  among  the  various  levels  of  government. 

If  you  have  any  questions  on  our  position,  please  do  not  hesitate  to 
contact  George  Marcon,  AlCP,  APA' a  Director  of  National  Planning 
Policy  at  872-0611. 


ioyd  Lapp,  AlCP 
Member,  Board  of  Directors 
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ASSOCIATION  of  BANK  H(MJ>ING  CC»4PANIES 

March  15,  1982 


Honorable  Heny  B.  Gonzalez,  Ghalnian 
SubcocElttee  on  Housing  and  OooBUiity  Development 
House  Oocnittee  on  Banking,  Finance 

and  Urban  Affairs 
teybum  House  Office  Building 
Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

CXir  Association  follows  the  policy  of  talcing  positions  only  on  legislation 
directly  affecting  bank  holding  coopanies  and  does  not  become  Involved  In 
legislation  dealing  with  our  ccn^jetitors.  Therefore,  ue  have  not  asked  for  an 
opportinity  to  testify  on  the  various  proposals  currently  pending  before  your 
Subcomslttee  to  "bail  out"  the  thrift  Industry.  HoMever,  ue  do  believe  it  is 
laportant  to  point  out  the  desirability  of  utilizing  existing  private  resources 
before  undertaking  the  expenditure  of  toitold  billions  of  taxpayers  dollars. 

As  you  know,  the  Justice  Department  has  advised  the  Federal  Reserve  Board 
that  the  Board  has  full  authority  under  section  ^(c)(8)  of  the  Bank  Holding 
Cocpany  Act  to  permit  bank  holding  coopanies  to  acquire  thrift  Institutions. 
Ihus,  by  a  very  sljqple  action,  the  Board  could  loake  available  Imnediately  the 
financial  and  managerial  resources  of  an  Industry  with  almost  $2  trillion  In 
assets. 

In  brief,  we  urge  you  to  give  the  free  enterprise  system  a  chance  to 
flncticn  before  you  authorize  a  massive  and  unprecedented  federal  legislation. 

Sincerely  yours. 


Donald  L.  Rogers         6/ 
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Statement  by 

Byron  J.  Matthews,  Secretary 

Executive  Office  of  Conmiinltles  and  Developoent 

Comonvealth  of  Massachusetts 


on  behalf  of 
The  Council  of  State  Community  Affairs  Agencies 


Mr.  Chairman,  the  following  statement  Is  submitted  by  the  Cotincil  of  State 
Community  Affairs  Agencies  (COSCAA) .  COSCAA  represents  state  deiwrDMnts  of 
community  affairs,  %ihlch  are  executive- level  agencies  of  State  govertaMnt  with 
significant  responsibilities  In  community  development,  hoiising,  local  economic 
development,  and  State-local  relations.  We  are  thankful  for  the  opportunity 
to  record  our  views  on  housing,  a  most  critical  domestic  policy  issue  of  1982. 

Many  witnesses  appearing  before  the  Subcommittee  have  already  very 
eloquently  and  very  emphatically  described  the  housing  problems  facing  lov  in- 
come and  moderate  Income  households  throughout  this  country.  We  will  not  re- 
peat any  such  nation-wide  statistics  here  and  only  underscore  the  point  that 
COSCAA  believes  that  the  Issues  of  housing  affordablllty  and  bousing  availabil- 
ity cannot  be  Ignored. 

In  Massachusetts  the  problems  are  also  severe.  We  are  facing  a  pariod  of 
record-high  housing  demand,  with  the  '*baby  boom"  generation  growing  up  and 
entering  the  housing  market  In  growing  numbers.  We  estimate  the  total  demand 
to  be  about  35,000  housing  units  per  year.  And  yet,  housing  production  baa 
fallen  to  Its  lowest  point  since  World  War  II.  In  1981,  only  about  11,000 
%rere  built  In  Massachusetts  —  less  than  one-third  of  the  need.  At  the  same 
time,  housing  affordablllty  has  become  a  critical  problem.  Since  1973,  the 
nonthly  carrying  costs  of  purchasing  the  average  priced  home  have  more  than 
tripled,  from  $368  to  $1,068.  In  1973,  72Z  of  the  Massachusetts  bouseholda 
could  afford  homeownershlp ;  today,  that  figure  has  declined  to  less  than  IIZ. 
We  are  all  hurt  by  such  an  extreme  housing  shortage,  but  particularly  hard  hit 
are  the  poor  and  the  elderly. 
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Its  short-term  assistance  responds  to  a  m«Jor  crltlclsB  of  the  Section  8 
production  prograa;  Its  flexibility  provides  a  necessary  capability  to  respond 
to  unique  and  varying  needs  and  circumstances;  the  role  given  to  State  and 
local  governments  begins  to  recognize  that  all  levels  of  govemnent  have  coai- 
plenentatry  skills  and  resources,  each  of  which  Is  necessary  for  meeting  our 
houslng  needs;  Its  targeting  to  areas  of  need  helps  ensure  a  market  responsive- 
ness; and  its  incentive  for  leveraging  promotes  cost-effectiveness.  These 
characteristics  show  that  the  projposal  was  crafted  with  perception  and  discern- 
ment. 

There  are,  however,  several  suggestions  we  respectfully  make  that  we  feel 
will  liaprove  the  proposal.  COSCAA  believes  that  a  better  way  to  operate  a 
housing  production  program  is  through  block  grants  to   States  and  approprlete 
local  goverxBients .  We  would  suggest  that  "entitlenent"  status  be  achieved 
through  some  measure  of  capability  and  not  solely  through  a  criterion  that  may 
be  unrelated  to  capability.  For  States,  providing  an  initial  option,  as  was 
done  with  the  State  CIXG   program,  may  be  an  appropriate  strategy.  A  block  great 
would  introduce  a  measure  of  certainty  and  permit  Increased  ef fectlvenese 
through  the  ability  to  plan,  schedule,  and  coordinate  housing  production  with 
other  Federal,  State,  local  and  private  sector  resources.  Additionally*  we  feel 
that  such  a  change  would  heighten  the  responsiveness  and  accountability  of 
decision-making . 

In  addition,  since  H.R.  5731  includes  continuation  of  the  202  program  for 
housing  the  elderly,  we  would  reconmend  that  the  program  be  emended  so  ee  to 
be  limited  to  only  those  coimunitles  willing  to  accept  housing  for  low-income 
families.  While  housing  for  the  elderly  has  gained  widespread  popularity. 


Digitized  by  CjOOQIC 


of  FT  1M2  I 


b«t  tkBf  cam.  ^Kldcly  pcwrl^s 


MtkorladM  «f  dK  CKi«tiaK  IotbI  of  Smmtm  fax  wm  paUlc  1 


Ihe  U^BfirfitiM  pgajDHi  a  ■o^tfiai  cartlfleftte  f»o«EaB.     OOfiOiA  air- 
ports a  towlaK  wih>r»ty»«  pn«nB  la  ooiiir  ttet  is  taUt  m  tbs  mt^msAmok 
of  tkB  Scctloa  •  IsistiaK  Hom1i«  PracraB  ani  pmiHii  mm  i«>T«i  of  flasi- 
bUity  to  a^falBrfrf^  «c— «•<«  -  —iiriraaiit*  of  eawcM.  that  a  ^■■atliiT 
prograa  cavot  t^v  dK  place  of  a  aadi  aaatei  pta<acttaa  pratnii^     IWa  liala-» 
iatratloa'a  propoaal  la  iiwliat  troablaaoaa  tocaMa  af  Ita  \9m  laval  of  faatiit* 
ita  ■fming  laabllitr  to  raapood  to  rlal^  abaltar  eoata  ovar  tliM»  aad  ita 


f 

Coo' 


Digitized  byCjOOQlC 


3032 


proposal  to  count  food  staaps  in  detaxaining  Incoaa.  Ha  ara  concamad  that 
this  lattar  proposal  would  very  adversely  affect  elderly  bouaeholds  aad  mj  ba 
difficult  to  administer.  On  the  other  hand,  the  Administration's  intent  to 
move  away  from  using  Fair  Market  Rant  in  setting  the  payment  atabdard  and  to 
introduce  a  "shopper* a  incentive"  would  aeem  to  have  some  merit. 

Last,  we  support  the  Subcommittee's  efforts  to  maintain  the  CDBG  and  ODAC 
authorizations.  Massachusetts  is  one  of  the  many  States  that  will  man^a  tba 
State  CDBG  in  1982  —  in  fact,  we  are  already  soliciting  applicationa .  Oar 
State  CDBG  program  was  designed  in  thorough  consultation  with  local  govaromanta, 
is  oriented  towards  lower  income  households,  and  will  meat  the  particular 
hoiiaing,  community  facility,  InfTutructute,  and  local  economic  davalopmant 
needs  and  priorities  of  our  State  and  localitiea.  Wa  ara  convinced,  and  I  thixA 
I  can  say  that  our  local  govenmanta  ara  convinced  aa  wall,  that  «•  can  daaiga 
and  implement  this  program  in  a  way  that  maata  national  objectivea  and  is  at 
the  same  time  mora  aansitive  to  our  problems  and  ciroawtancea  and  mora  coat- 
effective  than  a  nationally  administarad. program  with  ita  national  atandarda. 

Our  commitment  to  and  action  in  providing  decent  bouaing  and  «>ar  isvolvm- 
ment  in  the  CDBG  program  reflect  our  belief  that  Statea  abould  bava  a  algnifi- 
cant  role  in  Federal  bousing  and  coaaunity  davalopmant  polldea  and  prngraiM 
The  Cfmiiifty  Development  amandmenta  paasad  by  thia  Congreaa  laat  yaar,  tka 
AdmiDifftTitloa  s  proposed  Rental  ftBh4&Ultatlon  Block  clant,  and  the  tamtal 
Houaing  Production  and  Rriiabilitatlon  Act  propoaad  by  tha  f**TlTim  ami 
Repreaentative  Schumer  begin  to  addreaa  that  goal. 

We  thank  the  Subcommittee  for  tha  opportunity  to  submit  thia  atatamaat, 
offer  our  aasistance  to  you  and  your  staff,  and  would  be  moat  plaaaad  to  re- 
spond to  any  queationa  or  prepare  additional  materiala  if  you  ao  daaira. 

-5- 
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Finance  Copp»ny  Sources  Of  Pufida 

Although  the  conauaer  finance  Industry  has  generally  not 
participated  n   the  secondary  market  cons  timet  finance  coapanies 
coapete  with  all  other  1  nes  of  business  in  the  funds  aarkat. 
The  largest  fierce nt age  d  etr  button  of  capttal  for  landing  by 
consuner  finance  companlea  coneA  from  long  t^tm   debt  (excluding 
subordinated  debentu  ca    ,   which  amounted  to  33  2%  of  the  aouroa 
of  funds  at  the  end  of  1979.  Other  sources  of  funds  include t 
comerc  al  paper,  short  tern  debts,  thrift  certificates,  and 
coBipany  capital  and  aurpluB 

The  opening  of  the  secondary  narket  to  consuaer  finance 
cospanles  under  the  Bome  Iniprovement  Loan  Program  operated  by 
the  Federal  Eove  Loan  Mortgage  Corporation  and  the  Federal 
National  Mortgage  Aasoclatlon  provides  the  first  open  ng  of  this 
■arket  for  the  consumer  finance   nduBtry*   Although  only  one 
major  corporation  haa  aold  ?50  million  of  second  mortgage  paper 
through  this  program^  other  oonaumer  f  nance  coiepantes  are 
studying  the  applicability  of  the  secondary  market  to  their 
capital  needs. 

NCFA  wishes  to  emphasise  that  these  real  estate  secured 
mortgages  are  often  used  as  part  of  a  creative  financing 
package  to  purchase  homes   The  National  Association  of 
Realtors  has  estimated  that  one-third  of  the  houses  purchased 
in  the  United  States  in  the  last  year  involved  such  secondary 
financing.  Further,  those  second  mortgages  used  for  boae 
improvements  stimulate  the  construction  industry  and  improve 
the  condition  of  the  nation's  housing  stock. 

Sections  Si;  and  S13 

NCFA  s  opposed  to  Section  512 *s  limitation  on  the  mortgage 
purchase  authority  of  both  FNMA  and  the  FHUfC  to  purchase  par- 
ticipations in  mortgages  secured  by  second  liens  on  residential 
real  estate. 

NCFA  is  also  opposed  to  Section  513 *s  imposition  of  limitations 
on  the  amount  of  second  mortgages  eligible  for  purchase  through 
changes  in  either  the  lower  of  the  dollar  amount  of  a  second 
mortgage  eligible  for  purchase  or  the  loan-to-value  ratio  of 
these  loans.   The  proposal  to  limit  the  maximum  loan-to-vaLue 
ratio  to  flO*  oE  appraised  value  by  statute  simply  limits  access 
to  second  n<>rtgage  funds  where  facts  would  warrant  a  higbac 
ratio.  The  decision  to  make  such  a  loan  should  be  made  by  a 
lender  on  a  case-by-csse  bas  s  after  consideration  of  thm 
security  and  other  factors  underlying  the  transaction. 
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Finally,  NCFA  opposes  the  restriction  of  the  secondary  narket  to 
second  mortgage  loans  made  to  owner  occupied  residences  as  this 
may  preclude  access  to  financing  for  the  rental  housing 
industry. 

Summary 

Although  the  consumer  finance  industry's  participation  in  this 
area  is  still  embryonic,  both  FNMA  and  FHUfC  representatives 
have  addressed  NCFA  conventions  and  seminars.   NCFA  believes 
that  limiting  this  program  while  it  is  still  in  its  pilot 
stage  would  be  premature.   Certainly,  the  higher  yield  second 
mortgages  can  provide  a  vehicle  by  which  either  FNMA  and  FHUfC 
can  make  up  losses  incurred  by  their  more  traditional  first 
mortgage  lending  program. 

The  second  mortgage  market  is  a  growing  facet  of  real  estate 
lending  and  is  providing  a  vehicle  for  the  purchase  of  new 
homes  at  levels  never  before  seen  by  traditional  first  mortgage 
lenders.   The  consumer  finance  industry  has  the  expertise  and 
the  experience  in  this  area  and  respectfully  urges  that  no 
curtailment  of  access  to  the  secondary  market  be  imposed  by  the 
Congress. 

Respectfully  submitted. 


Walter  R.  Kurth 
President 
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RESOLUTIOW  TO  URGE  CONTINUED  FEDERAL 
GOVERNMENT  SUPPORT  FOR  LOW  AND  MODERATE 
HOUSING 


INCOME 


C««ar4h  >4^alll-a«n  CMnM 


ANALYSIS  OF  THE  PRESIDENT'S  COMMISSION 

ON  HOUSING  INTERIM  REPORT  AND  THE 
PRESIDENT'S  BUDGET  FOR  FISCAL  YEAR  1983 

March  4,  1982 


MomO  NwrtoH  MiO 


MtlMr.  VtcC*"^ 


New  Detroit,  Incorporated  Is  an  urban  coalition  established 
after  the  civil  disturbances  in  1967.     Sine*  that  tine     1«ai3CM 
from  business,  labor,  the  professions,  ^varnoent,  educit^on^ 
clergy  and  the  comnunity  have  explored  meant  ta  rev  ta    ^c 
the  City.     The  coalition,   ;\.,i„<d^^  ^j  jatrolt    rea  cor^ritions 
and  foundat1on^>  focuses  upon  wciB    and  econoni      iiues 
through  activities  undeT-taken        various  prograid  are^s    fl- 
cluding  education,  employment,  health  and  tubstanct  ibuse, 
minority  economic  development  and  housing. 

On  March  4,  1982,  the  New  Detroit  Board  of  Trustats  adopted  a 
resolution  urging  the  f^dar^     ^oveT-nment  to  continue    U  sup- 

port  of     -..  ..j^rdte  jncoifle  wus^ftg,     A  report  analy^^fbg 

the  Pres  cen        Coovfi^sior)  on  Housing  Int^r^™  Report  and  th« 
Presiden        fiudget  for      sea     Year  1983  supplement!  the  re- 
solution       taff  research    ndlcated  that  a      gnlf leant  retrench- 
ment in  conn^tnwnts  to  pra^^de  ad^qoaiQ  housing  wuld  occur 
shoul     pendfti^  propo&als  be  effectuated. 

In  carrying  out  its  role  as  a  catalyst  to  make  existing  insti- 
tution   (Wre  responsive  to  the  needs  of  the  pooT'  and  minority 
gmups     tetr  Detroit  is  informing  Ugijlatori  an.::  organizations 
coftcemed  4bou    housing  policy  of  oui^  position      It  is  incumbent 
upon  us  to  support  Lhu>c  yoj      *s  t*hich  r^aHstica   '^  4^^?:*  and 
address  r.h^  needs  of  the  poor  and.  sijrilarly,  to  aE>po!«  those 
policies  which    gnore  the  pen  stenca  of  substandard  houtirig 
conditions    in  iHdny  parts  of  the  country.     Both   the  President's 
Budget  and  t^e  <:Q<mit5ior  s    nterm  ileport  leen  to  accept  or 
ignore  the  fact  that  mil     ons  of  flreficans.  particularly  the 
poor,  face  serious  housing  problems  especially  in  older  cities 
and  mn    ir^i. 


Ue  strongly  believe  the  federal  government  would  be  111-advlstd  to 

its  historic  role  in  bridging  the  gap  between  housing  need  and  housing  s«jpp1jr. 

Copies  of  the  New  Detroit  resolution  and  report  are  attachod. 

Contact:     Mittie  R.  01  ion.  Director 

Neighborhood  Stabilization  and  Housing  Division 

New  Detroit,  Inc. 

719  Griswold 

1010  Coomonwealth  Building 

Detroit,  MI     48226 

(313)  496-2048 
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RESOLUTTQN 


mnh  4.  1962 


TO  (AGE  COMT:wJ£[)  FEOEHAL  60V£ro«EXT  SUPPORT 
FOR  LQU  AND  MODERATE    ITVCOHE  HOUSING 

N«H  OetroU,   Inc. 
BoAnt  of  TnutMS 


UHER£AS,  (tew  Detroit,  I^cof^ioratcd  is  a  coalition  ccnpris«d  of  leaders  from 
business,  labor,  the  professions,  gaverrwmtp  «<3ucAtloi».  clerQy  atvX  th«  coRHunTty 
organized  for  the  purpose  of  i^roving  the  quality  of  life  for  einorftfes,  the 
poor  and  disadvantaged;  and 

itftER£A5i  tne  Aeagafi  Acfenini  strait  on  n4$  been  retriAtlng  frtn  all  «reas  Qf 
atsUUAce  to  low  imt  noiJefate  tntoat  persons,  fnduding  the  »rea  of  housl^, 
iT>d 

HHEREASt  Che  Presfdent's  Covlsslon  (7n  Housing  acknowTetiges  thaC  a  significant 
nijiBber  of  persons,  wrt1cirUrI>  the  poorest,  coflfront  ser'fous  housing  problems;  ajvI 

MHEREAS^  the  President'^  budget  for  FUcat  Year  1963  essent^Ally  reconnentl^ 
ellnrlnation  uf  the  federal   gcvemment'i  sijpport  £>f  ne**  nousing  construction  «n<j  sub- 
stantial  renabllUatlon  programs  for  low  aniJ  inoderate  income  households;  and 

WHfREASt  the  S^rcitdent'S  Budget  for  Fiscal  v^ar  1983  proposes  to  substitute  a 
uihjified  voucher  progr4»,pro¥l(i1ng  lo^er  levels  of  assistance*  for  Section  8  Ejiistirig 
Ftous-Tn^  Incone  Support  payMnts  and  the  Presfdent's  Comission  en  Housing  has  also 
reconMended  that  vouchers  replace  public  hous'iFtg  rent  subsidies;  and 

iiftEREAS,  the  aodlffed  voucher  program  w\U  only  add  assistance  for  a  few  {30^0001 
low  incom  famlMes  in  Its  fnitlal  years  and  only  66*000  total   in  five  yarii^  as  con- 
trasted to  1980  support  for  114,000  addUiondl  families  by  the  orogran  they  ar«  to 
replace;  and 

MWEREAS*   the  fliodlfied  vducher  program  hOuld  provide  lower  TeveU  of  support 
{un<ler  S2,a00}  for  housing  assistance  for  :he  few  who  would  be  served  antJ  fii^   to 
provide  equal Uy  of  treatment  ^y  providing  assistance  to  all  of  those  eligible;  and 

i^EREAS,  Detroit  has  30  percent  substandard  housing  that  requires  ^pUceiwnt 
or  rehabilitation  and  has  a  depressed  rtgusing  construction  industry  <*tch  wi;i  nat 
be  able  to  respond  to  Ctetrolt's  needs   if  govemaient  incentives  are  withdrawn:  and 

WHEREA*,  i^  President's  Budget  for  Fiscal  Year  1983  proposes  substantial  with- 
drawal of  federal  assistance  for  operating  subsidies  for  public  housing  and  crushing 
rent  fncreases  on  tenants  ii  piubMc  housing  as  a  result  thereof;  VQtt  ThE^EFOftE 

aE  :t  resolve 0.  that  Hew  Detroit  urge?  the  Administration  and  Congress  to  id here 
to  the  national  goal  of  providing  a  decent  home  and  a  suitable  living  envtronoient  for 
tver^  American  as  set  forth  Tn  the  Mousing  Act  of  1949;  and 

3E  [T  FURTHER  RESOIVE:,  that  New  Detroit  urges  that  the  Administration  and  Co«* 
gress  reco^iie  that  the  adequacy  and  aveilaoility  of  housing  vary  rtgionaUy  and 
that  ^letroit  experiences  a  shortage  of  safa,  decant,  lanitary  housing  for  iM  and 
moderate  incone  persons;  and 
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BE  IT  FURTHER  RESOLVED,  that  New  Detroit  opposes  the  Adnlnl  strati  on 's  proposed  , 
wIthdraMal  of  federal  govemntnt  support  of  production  subsidy  progress*  such  as 
Section  SiMhlch  have  proven  effective  in  addressing  housing  needs  In  Detroit;  and 

BE  IT  FURTHER  RESOLVED,  that  NeM  Detroit  urges  the  Adnlnlstratlon  and  Congress 
to  continue  a  targeted  new  construction  and  rehabilitation  subsidy  prograa.  such  as 
Section  8.  to  those  areas,  such  as  Detroit.  In  need  of  housing  for  low  and  aoderate 
incone  persons  who  will  not  otherwise  be  adequately  served  by  the  private  sector;  and 

BE  IT  FURTHER  RESOLVED,  that  New  Detroit  urges  the  Maintenance  of  the  Section  8 
Existing  Housing  program  or  similar  subsidy  mechanism  at  least  at  current  levels;  and 

BE  IT  FURTHER  RESOLVED,  that  New  Detroit  urges  that  the  Administration  withdraw 
and  that  Congress  reject  proposals  to  cut  substantial  amounts  of  funding  from  opera- 
tional subsidies  for  the  needy,  low  Income  tenants  of  public  housing  that  If  Implemented 
will  cause  great  hardship  and  result  In  large  Increases  In  rent  for  those  least  able  to 
afford  such  additional  financial  burdens;  and 

BE  IT  FURTHER  RESOLVED,  that  copies  of  this  resolution  and  report  be  forwarded 
to  the  ImMdIate  attention  of  Congress,  the  Secretary  of  Housing  and  Urban  Development, 
and  appropriate  organizations  concerned  with  the  future  of  housing  policy  In  this 
country;  and 

BE  IT  FURTHER  RESOLVED,  that  New  Detroit's  Chairman  and  President  explore  avenues 
for  media  coverage  on  housing  problems  and  Issues  In  Detroit  as  related  to  proposals 
in  the  President's  Comelsslon  on  Housing  Interim  Report  and  the  President's  Budget  fOr 
Fiscal  Year  1983; 

BE  IT  FINALLY  RESOLVED,  that  the  Board  of  Trustees  of  New  Detroit.  Incorporated 
authorizes  Level  I  lobbying  for  the  commjrticatlon  of  this  position. 
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AN 
ANALYSIS 

Of 

the 
PRESIDENT'S  COMMISSION  ON  HOUSING 
INTERIM  REPORT 


the 

PRESIDENT'S  BUDGET 

FOR  FISCAL  YEAR  1983 

(housing  conponent) 


INTRODUaiON 

New  Detroit,  Inc.,  was  founded  as  the  country's  first  urban  coalltjon  to  tackle  the 
root  causes  of  the  civil  disturbances  that  occurred  In  1967.     This  coalition  Is  con- 
prisedof  leaders  from  business,  labor,  the  professions,  govemMent,  education,  clergy 
and  the  conmunity.     New  Detroit's  broad  objective  Is  to  liaprove  the  quality  of  life 
for  minorities,  the  poor  and  disadvantaged  through  the  work  of  eleven  conaittees  and 
two  caucuses. 

New  Detroit's  Neighborhood  Stabilization  and  Housing  Comlttee  Is  specifically  re- 
sponsible for  address  ng  Uie  avdlTability  of  safe,  decent  and  sanitary  housing  in 
viable  coRunities  for  a1    nhQ  &tek    t.       t  has  formed  a  Housing  Policy  Subconaittee 

response  ta  cortcerfls  about  current  tr&fitt^  In  natiuna.   NOuiM-^  puiicy.     The  Sub- 
cDirtnntee  was  given  tw  charges:     1}  to  reviaw  the  President' 5  Conmission  on  Housing 
ntflri™  Report  *nd  Uie  President* s  Budget  for  Fiscal   Vear  19&3,  trm  2)  to  prepare 
a  written  anal/s  s  of  those  documents.     This  report  is  the  result  of  the  work  by  the 
Housing  Policy  SubcosinUtee ► 

As  defense  expenditures  have  increased »  the  weight  of  fiscal  cutbacks  to  reduce 
budget  def lefts:  ftas     fa  len  disproporffonately  on  homing  programs.     Great  numbers 
of  Antrican    need  assistance  to  secure  decent  hausing,  especially  the  poor.     The 
change  in  housing  policy  onnating  frorr  the  Rea^n  Adeiiristratfon  becanie  apparent 
early  in  1981  with  the  e  Mai  nation  of  funding  for  the  Section  il2  To**- interest  ra- 
habilitatiori  loan  prograiq  that  primarily  benefited  low  and  flodsMte  incooie  homowners^ 
Since  *hat  time,  the  President's  Budget  for  PUzA^  ^ttr  1383     has  proposed  to  make 
severe  cuts  in  Section  8  and  public  housing  subsidies      It  is  apparent  that  a  sub- 
stantial modification  of  the  federal  government's  attitude  toweni  housing  policy 
prevails. 

In  the  Housing  Act  of  1949,  the  federal   goverrtii«nt  for  the  first  time  identified 
as  its  objective  the  provistcn  of  decent  home*  and  suitable  living  environments  for 
all  Americans.     The  preamble  to  the  act  declired  that 

the  general  welfare  and  security  of  the  nation  and  the  health  and  living 
tanijards  of    ts  people  raquire  housing  production  and  related  ^oimunity 
development  suffi     ent  to  remedy  the  serious  housing  shortage,   the  elim- 
ination of  substandard  and  other  inadequate  housing  through  the  clearance 
of  slum  and  other  blighted  area     dnd  the  realfzation  3S  soon  as  feasible 
of  the  goa     of  a  decent  home  and  suitable  living  environment  for  ev^ry 
American  family,  thus  contributing  to  the  development  and  redevelopment 
of  conimjnities... 

The  1949  Act  estabi  shed  the  basis  for  widespread  federal  suoport  of  housing  and 
commun  ty  deve  opr^fit  activities;  in  the  following  cwo  decades  several  additional 
programs  were  enacted  that  broadened  the  federal  governdent  s  r'ole  in  this  area. 

The  President's  Budget  for  Fiscal  Year  l9ei  essenti     ly  proposes  to  repudiate  any 
future  role  of  the  federal  government  in  the  construction  nf  housing  for    ow  and 
moderate     ncome  persons      Almost  without  exception    the  Budget  supports  the  trend 
to  denigrate  tne  national    reipons  bf     ty  for  nationa     prrjblems  and  concerns.     The 
effects  flf  thii  reduction  of  the  federal  government  5  role  will     ead  to  the  ac 
ce  aratsd  demise  of  the  housing  industry,  assure  virtual  y  no  housing  production  for 
any  but  the    most  wealthy  and  accelerate  the  abandonment  of  housing  auaTity  standards 
for  governmentally  assisted  low  and  moderate    nconie  renta     units.     'The  ftdmi       tration 
has  failed  to  realistically  address  the  causes  and  effects  of  escalating  interest 
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rates  which  hav«  contributed  to  the  Inability  of  large  segmnts  of  the  population 
to  purchase  housing. 

BACKGROUND 

The  President's  Conalsslon  on  Housing,  In  Its  October  1981  Interln  Report,  has 
provided  the  basis  for  many  of  the  Adnl n1 strati on 's  actions  In  the  Fiscal  Year  1963 
Budget.     The  Comilsslon  was  established  by  Executive  Order  to  advise  the  President 
and  the  Secretary  of  Housing  and  Urban  Development  on  options  for  the  developaent 
of  a  national  housing,  policy  and  the  role  an<f  objecttver  of  .the  federal  governwent 
concemlng  the  future  of  housing. 

The  Executive  Order  directs  the  Connlsslon  to: 

"Analyze  the  relationship  of  homeoMnershlp  to  political,  social,  and 
economic  stability  within  the  nation; 

review  all  existing  federal  housing  policies  and  programs; 

assess  those  factors  which  contribute  to  the  cost  of  housing  as 
well  as  the  current  housing  finance  structure  and  practices  In 
the  country; 

seek  to  develop  housing  and  nurtgage  finance  options  which  strengthen 
the  ability  of  the  private  sector  to  maximize  opportunities  for  home- 
ownership  and  provide  adequate  shelter  for  all  Americans; 

detail  program  options  for  basic  reform  of  federally-subsidized  housing..." 

The  Comvlsslofi  submitted     ti  Interim  Report     n  accordance  w\th  the  Pres  d*flt 
directive.     The      t<rira  Recort  does  not  address  th«  Comnission's  total  charge,  but 
rather  concentrates  an  zn^  shij relation  of  a  broad  set  of  principles  and  a  housing 
policy  framework  to  serve  as  guidelines  for  later  deliberations  and  dec      ors.     The 
only  substant  ve  recommendations  call  for  the  basic  ref^nn  of  federa  ly-subsi  Ized 
hous  ivg  prograuns.     Allegedly,  the  emphasis  or  1  :/  sub^^dlied  housing  programs 

Is  not  a  reflection  of  priorities  t'ormu  ate<^  by  the  Commission    but  ratMr  an  attMpt 
to  present  important  fiscal  and  programnatlc  Issues  that  deserve    tt«nt  on  for  fonmj- 
la  ting  the  19^]  federal  budget.     The  Interim  Report  merely  r«Ueratc$  the  AdnlnUtntlafl 
denunciation  of  a  meaningful  role  In  providing  sa+«^  decent  ^nd  sanitary  hotdsing  for 
all  Americans.     Since  the  New  Deal,  some  fifty  ye«rs  ago,  the  f'ederat  govemnent  hat 
played  a  major  role  in  resolving  national  housing  oroblens.     This  progress W*  approach 
has  been  attacked  on  three  fronts  —  actual  cuts  i     prDflrsm  fgn^ing^  additional  cut* 
bacKS  proposed  in  the  1983  fiscal  budget,  and  the    nterim  Reisort      These  actions  will 
effectively  {dismantle  policies  and  programs  developed  with  over  SO  years  of  bi-partisan 
political  support. 

BASIC  PRE>1ISE 

Hew  Detroit  disagrees  with  the  basic  premise  underlying  the  principles  and  the  policy 
framework  advanced  by  the  Connlssion  and  carried  out  in  the  President's  Budget.  Three 
areas  of  concern  are  identified  in  the  Interim  Report:     housing  availability,  adequacy 
and  affordability.    Affordabllity  is  cited  as  the  most  serious  problem.    However,  the 
availability  of  aecent  housing  units  in  viable  connunltles  and  the  adequacy  of  units 
to  meet  the  shelter  needs  of  a  diverse  population  of  elderly  persons,  large  families 
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Budgtt  Hid  Vi  ^aKTSiioi'a.  Iswr^  ^ioon  itat  «fiv«Mnllty  is  tte  ant  ur^na     ^ 
la  Its  itttcnrt  of  ^rtaci^lA.  OK  Caa[is^«<  teU»«s  ttet  tta  AAtloa  «uit: 

*  ItolT  «  tte  prf wte  MCtnr; 


of  turn  poor; 


Konovic  life  ^n  ctt^i«  pirt»  «#  d*  COi^tij.  i«t  Cti^  GHVM  to  tfHw-tiHr  VPHad, 
k  pr--mTy  flxt  t^i  -ac  E:*^«c1ftH  Is  tike  iiftmM  of  «  jiO]rigli*cal  f«i  iPicrf »».     A 
^ttooil   nix^-f^  Po)-:qr  i*ic»  «*o1^  fecer»l    joiMTwmt  r^i^oiH i frl ^ ty  f^r  tssHttitg 
t^cM  -n  ^4«ttd  «nd,  i^-i^  Un«  to  U*«  iptcific  roftttii«l  ind  locil  reolitl^s  into 

Tkd  ^n«n«  wn|i  ia  m  CcHrttsiOB*s  mlyiti  of  *«ido^ito  hoviinf  tAMbq  viHows 

teppTt*  9f  Ci»  DOCKET  I  tign.     T^w  incldciiot  «f  linwpiicy  is  Ur  wort  .a— jn  ivDnq 
rtstors  tnoii    T^tftcrs  tflO  it  ts  caacao tilted  at  the  bettoa  of  t)tt  tsQOBio  4-istri>ft1an 
scale. 

Tl*e  IntcriB  *wort  acknovLC<39f«  th«  fxUtanco  cf  ^t^natn  j  «nd  13  ^orceurt  sute:j»W*ni 
aiiii  ivog  (Mitort  States  itousin^  stocfc.  L    ttiU  discr^ooftcy    fn  stitlttlci  ts  rtlawfl 
to  «arrfA«  ^^sarei  o^  nouslfig  ^oodUlon.     The  CovtUsisn  se«ois  ctv^ortao^«  tfith  talng 
tlM  Coo^res&loitt]  Budget  QffTCt  teflntt^on  of  untts  Mn  i^rl  of  nj^r  r^iw&flfutlon'' 
i4hoM  totil«d  7,5  Derccfl*  s^  7^  Binian  units  in  ^^77  cdnstitmg  of  S.^  ^-jiMop  noui«* 
ha14l_     ^^   Intvriit  Report  f^rtfter  not»  geogri^hic  concefltMtions   <if  lu^lequato 
todsl«g  stoci  t«  njral  ^r«i^  in  t[»  ^outh.  anfi  In  '3li»er  lar9e  cu^«. 

In  the  >t--^it  rtousifig  AssistiflC*  ^1*«  [1977-1960),  over  53,300  occupied  rental   Jilts 
ar*  jr^Msi-flod  *s  suflstandanl.     Ti**s  ^-fgvrt  reo«-«senti  JK  »f  Detroit's  total  rental 
tso«s-ii?g  stDcJi.2    AddUlonallj,  ifiatJeowate  (xniS-ing  is  foitid  to  occur  aor*  frTqijently 
monq  cei'tJin  t/ws  of  <TOus*hoTdi  --  nlBorit:^,  fMil*-he4(l«d  and  tltferly,     Daspito 
3rsat  str-i(3es  to  iwrove  nous^ifl^  Jurino  prevtoui  ail^intitratlons.  a  iherta^s  ijf  lafe. 
deceot  tm  sanitary  ^ousir^  wuts   in  Detroit  ind  natidnaPy.^     ~>w  t*der»i   gow^rtioertt 
«dt  continue  tn  tK  invol^ttl  ^n  aeeti^ig  that  need. 

The  lapedtoents  to  (iMtin9  the  howstng  deiiand  fn  thU  i^flon  art  ^th  supply  and 
affordatoi  1 1  ty.     A  federal  orogmt  to  remWe  tn«a  nrohTeiB  loost  jdtJress: 

—  ftigh  costs  of  construction 

—  adequacy  of  financial  resources  to  reach  necessary  levels  of  housing  supply 
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—  Incrtased  costs  of  nlnttnanct.  repairs  and  Miergy 

—  a  shortfall  In  tht  rtntMl  and  upgrading  of  txl sting  housino  stock 

—  effective  planning  to  neet  housing  needs 

Further  utilization  of  publU/ private  p«rtMrshios  are  essential  to  addressing  the 
problems  e/iiimerdted  above;  neither  ertUy  c^n  ignore  this  responsibility.     The  Interla 
Report  iinpliciily  speaks  tc  ^one  Of  these  Issues;  however,  funding  fbr  the  tuo  pro- 

?T9iK  designed  to  revo  ve  the  l«tt  tM  issues  tus  been  ellnlnated,   .d.^  ^^i-^^i^  ^x*. 
oan«  and  70!  planning  dss  stance^     The  1c7is  of  appropriations  for  Sectton  312  loans 
win  den>  homeo**ners  tl»e  opportun  t>  tfl  ohuin  affordable  f1  Trancing  for  necessary  t»- 
provBflBents  and  repairs      The  Inexorable  result  of  thU  pir"   ;     will  be  to  accelerite 
the  deterioration  of  the  housing  stock      ncreasing  the  llkellhoo     of  aba;idonnent  and 
the  potent^d     for  o\f  ere  rowing  tn  those  units  that  still  renain    jbltable,     Caofjre. 
hersWe  planning  efforts  w1       b«  more  crucial  as  the  remaining  housing  progress  ar« 
forced  t<>  operate  i^Uh  fewer  dollars.    Scarce  resources  should  be  scheaatically 
uti    zed  for  effective  results. 

RECQHWEHDATIOHS  FRW  THE   {TTTERtH  REPORT  ArtC  THE  BUDGrT 

Oetai  s  are  dMen    fr«ei  nost  of  the  recoonndatlons  Included  In  the  Interia  Report. 
AddUiOftd]  research  undertaicen  by  various  task  forces  and  comilttees  are  to  serve  as 
Vm  basi     for     aboratlon    n  the  final  report  due  April  30,  1962.    Concerns  and  re- 
sponses to  the  recoaaendatlons  In  the  Interln  Report  and  the  President's  Budget  ar* 
as  follows: 

I)     CQ"^'.iJwr  HOuslfiq  Assjjitance  firants 

The  proposal  to  inplefMftt  Consumer  Housing  Assistance  Grants )  referred  to  as 
Modified  Section  8  Certificates    in  tne  Budget)  or  "vouchers'  to  replace 
Section  8  programi  Is  b4$e4  upon  plans  to  totally  re^BMp  tlie  Involveawt 
of  the  fed«r*T  government  in  housing  or<iduct1on  and  rvtut^nftation^     Es- 
sentially, all   federal  govemmint  assUt^r^ce  for  tneiv  purpose*  will  be 
eliminated  If  the  President's  budget  proposal;  are  ^mplBflef^tet}^ 

A  shortaoe  of  standard,  affordable  housing  existing  In  Detroit  and  other 
areas  will  be  virtually  Ignored  If  the  federal  gcjverrhTtent  falls  to  provide 
some  type  of  production  incentive,  sue    3&  Section  ^  suM Idles.    This 
element  of  the  Cmw^ss  nn       report,  while  providing  funds  to  assist  i^enten 
to  afford  existing  huus^ng.  Ignores  b^-partlsen  policies  tnat  Fuve  ca  led 
for  a  balance  of  new  rwuiing  production  and  Income  support  progrems  over  tht 
years. 

The  failure  to  assist  housing  production  reflects  a  callous  Indifference  to 
the  plight  of  many  Americans  who    ive  In  areas  where  the   private  sector 
failed  to  construtt  housing  unless  ii%^dr,.  ,^:.  ^v^  available,  'loi  i^  '*•'? 

abandonment  of  production  program  ajtaceroatfs  the  effects  of  the  Reegan 
recession  ft^iich  have  ^nuacted  foast  severely  on  regions  mMt\  the  oldest  housing 
stock.     This  is  an  ill-cons1dere<l  reversal  of  orior  pol      *5  that  had  utilized 
assisted  housing  production  to  hekc  prov  a^  ^one  itdbility  to  the  construction 
industry  in  times  of  severe  aconomlc  dowiturn      Expanding  Connunlty  Develop* 
ment  Block  Grant  (CDB6)  eligioie  activit  es  to    nclude  hotnfn^  construction 
as  proposed,  only  camouflages  the    ss^      These  idd1t1ona    dnends  em  scarce 
CDB6  funds  will  pit  the  need  for  new  construction  of  housing  '"-   :0w  and 
moderate  income  households  against  other  eoually  important  needs  without 
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Increasing  the  funds  available  for  all  these  purposes. 

Fw  persons  qualifying  for  vouchar^  un^r  tftis  prograa  will  receive 
assistance  itnce  thii     s  not  >ii  entUTement  proqriM.     InUlal   estlmaUs 
of  the  proposed  funding  tewels  ifidicate  that  only  30^000  dd^Ulonil   households 
mula  ^nefit  in  thU  program's  first  year  Jof  5  mllllort  eligitlt  raflters 
who  pay  over  30X  of  their  ihcqibq  ror  r«nt).4     AddUicjriA;iiy,  these  30,000 
win  be  reserved  only  for  specific  r*hibi Station  projects,  thus  under- 
cutting the  Increased  nobllfty  rationale  for  vouchers,     withtn  the  initial 

/ctir^.  vu\f  4  total  of  fi£,000  aftdUional  fainl .  ,«s  will  be  aided.     This 
compares  poorly  to  114*000  4d<JU*onal  gnUs   Tn  1*80  an4  8^,000  units  since 
1975.     The  criteria  fQr  qualifying  for  certificates  «tfin  be  households 
that  have     ncones  of  less  than  501  of  the  area  median  income  and  are  paying 
more  than  30X  of  their  income  for  houiirig.     The  City  of  Detroit  alone  has 
44,000  households  that  have  incone^    gnly  ^0^  or  Tes^  than  the  ntdlan  Incone 
eve1   and  who  are  paying  mre  than  30*  of  their    ncone  for  rent-  According 
to  the  1983  Budget  the  subsidy  per  voucher  per  y#ar  wi       be  under  SStOOO 
as  compared  to  S3, 000  tnat        node  ava  labia  to    ow  income  tenants  under  the 
Existing  Section  a  program*     Voucher  recipients  wi       be  required^  moreover, 
to  devote    ncreasad  portions  of  their  incom  for  r«nt  *ifica  preHitiinary  pi  ins 
were  to  fund  vouc^rs  at  a  constant  figure  for      f-year  t«nii  without  supple- 
i»rti  for  predictable  inflationary  rerit  increases.     Unless  steps  are  taken 
to  mainuin  support  for  fiew  construction  and/or  rehabilitation  of  ejdstlrg 
houslftg  stock,  increased  demands  for  housing  along  with  losses  In  housing 
supply  from  housing  deterioration  will  ultimately  contrtbute  to  higher  rental 
costs. 

facing  the  possibility  of  cuts  In  allocations  for  housing  prograius.  Haw 
Detroit  sug^sts  that  modifying  the  scope  of  the  current  Section  3  programs 
wou  d  oora  fairly  ibsorh  those  decreases.     Areas  of  the  country  wnere  a  lack 
of  decent  housing  e;(istSi  as  conceded  in  the  Interim  Report>  should  be  given 
first  priority  for  construction  and  rehaoil itation  tubstdy  pro^rans.     A 
UrgeteC  progrant  to  direct  funds  to  areas  most  in  need     such  i%  Detroit,  would 
tie  more  effective.     Above  all,  federal  government  financial  assistance  for 
housing  must  continue. 

The  Administration  proposes  to  "deregulate"   the  rental  rates  now  In  effect 
known  is  the  fa  r  sartet  rent>  and  allow  the  renters  to  select  on  their  own 
iny  standard  quality  renta    unl     they  want.     Mw  Oetroit  believes  that  In 
areas  £uch  as  Detroit  where      shortage  of  staf>dard  quality  rental  units 
exists,  tr^e  "deregulation"  of  tMe  fair  market  rents  wi   1  lead  to  an  Increase 
in  the  renta     rat*i  for  both  standard  and  substandard  retita     units.     Where 
there  i     a  documented  shortage  of  standard  rental  units     inert  yti)]  not  be  a  de- 
'-s  on  the  part  af    andloHs  to    imit  or  reduce  their  rwts  unless  the  federal 
government  mai   tains  the  fa  r  martat  rent  guide!  nes.     Th€  reduction  In  the 
mount  uf  rental  assistance  from  an  average  of  53,000  per  year  under  the 
Section  a  Exist  ng  Progrant  to  SZ,00O  under  the  Modified  Section  3  housing 
Certificate  Program  will  only  sarve  to  f^rct  renters  to  search  for  the 
"cneapesf  rents,  hence  the  lower  quaPty  hoi^sing  units  because  they  will 
not  be  ftb?e  to  afford  anything  a  se.     New  Detroit  bel  ^ves  that  the  proposal 
falls  short  without  a  uniform  definition  of    standard  quality  unit";  without 
such  a  definition,  renters  »i       be  unable  to   depend  on  the  enforcement  of 
local  itousing  codes  Qy  the  federal  government  to  Insure  reasonable  quality 
standards  across  the  country. 
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2)  Improving  the  Availability  of  Adtquate  Housing 

Improving  the  availability  of  adequate  housing  should  continue  to  be  a 
concern  of  federal  housing  policy. 

a.  N^  Construction  wuh^n  the  COflG  Proqrwi 

The  Administration  proposes  to  add  new  constnictfon  to  COBfi-ellglble 
activities.     Funds  for  this  prograoip  however    are  bett^  cut  Mhlch  will 
force  ail  unaccept«tit«  choice  bacmen  alternat  ves.     It  v1       not  be 
poss'lble  to  na  ntafn  prevfout  cciniltinanta       The  Administration  seeks 
ta  SMitcn  respond  t>1   Ity  Co  local  govemnwnt  far  allocating  f«w«r  dollars 
to  mora  users      Loca     responstbiUty  for  Oftc^s-fon-mfklng  Inherent  In  the 
CDBG  program  shog      only  be  expanded  to  Include  new  construction  If 
add  tloflftl  funds  Art  appropriated^ 

b.  ttortga^t  Jte venue  Bofldi 

thres  apt  Ions  regarding  the  future  of  tu-exenet  oonds  are  pre^tnt^d  In 
the  Cooarisslon' J   Interim  Report.     The  option  wtiich  offers  flejiioility 
to  state  and  local  authorities  by  allowing  them  to  either  use  tan-ajiempt 
bonds  or  taxable  bonds  wU^  subsidies  f^-wi  the  federal  gfOvamratnt  14 
preferable.     State  and  loca    authorities  shou  d  not  b*  liffUetJ  to  one 
fonn  of  bonding  capabi   ity  or  tA«  other  a«  proposed  under  the  other  two 
options,     necwit  trend*    n  tne  bond  market  have  adverwly  affected  the 
sale  of  tax-ejiempt  bonds  whi  e  Fa     inq  to  promote  the  attraction  Of 
taxable  bonds      Subsidies  to  el  gibie  govemiMfita    *uthorit  es  would 
al  ow  for    nvfistnent^  by  a    arger  segnen    of  the  popiilation  unattracted 
Co  tax-exempt  bonds:    Jitiddle  Income  investors  and  pension  funds ^ 
Govemwnta^  authorities  should  be  allowed  to  determirt  th«  feasibility 
of  the  two  approaches  depending  upon  their  regional  circumstances. 

c.  ftehabiHtatiOh 

New  Detroit  agrees  with  the  Coamilssion's  recommendation  that  owners  of 
residential  rental  property  should  also  ^«^e^^i?  rehj        tation  tax  credits 
as  provided  in  the  Economic  Recovery  Act.     Cjrrflntly,  owners  of  non- 
residential structures  between  30  and  39  years      q  receive  a  15  percent 
tax  credit  for  rehabilitation  and  owners  of  cider  structures  receive  a 
20  percent  tax  credit.     This  incentive  plan  may  nalp    ncrease  U^  runber 
of  standard  housing  units  available  for  rent,  i>ut  should  not  t»  cORSi<tered 
as  a  replacement  for  direct  federal  efforts  to  provide  additional  new 
and  rehabilitated  residential  units. 

The  30,000  rental  rehabilitation  units  called  for  in  the  1963  Budget  re- 
present an  insufficient  support  mechanism  since  the  average  allocation  of 
S5,000  per  unit  will  not  permit  substantial  reheblliUtlon.  The  nuaber  of 
units  to  be  assisted  are  simply  inadequate     relative  to  need. 

d.  Private  Institutions 

The  Conni  siofi  recommends  that  foundations  and  other  organizations  should 
be  encouraged  to  sponsor  and  finance  housing  construction,  rehabilitation 
and  homeownershlp.     This  may  be  an  unrealistic  expectation,  however, 
given  tne  curtailment  of  funding  for  production.     The  disincentives  for 
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private  chirUy  and  the  essential  unavaUdblHty  of  ^ovemnenC  1nE;«ntWe£ 
to  inakB  projects  fed$1blfl  will  discourage  «n  act  We  prW«te  role.     This 
resort  to  the  privat*  MCtor  cannot  conceWably  ^uDstUute  for  Uie  de- 
crease in  rte*  urtUs  resulting  Trom  the  proposed  withdrawal   af  federal 
Qovemnent  assistance  for  hou&^ng  pro^uction- 

e.  Homeowner ship 

The  Connission  proposed  Individual  Housin9  Accounts,  similar  to  Individual 
Retirannt  Accounts,  to  atlow  first*t1fii«  homebuyers  a  mans  of  saving 
toward  a  down  payment.     The  concept  sounds  plausible  and  deserves  tnore 
attention  altnough  it%  cost  intpMcations  need  to  be  closely  examiTted, 
The  prodlens  facing  rnany  low^r-ificcme  and  newly-fonned  niiddTe  income 
fatniTies  currently  unable  to  purchase  homes  may  be  aided,     the  reqiiire- 
mttnts  and  guidelines  of  the  program  must  b«  carefully  developed  and 
analyzed  to  determine  the  long-range  impacts  on  federal   revenues. 

f.  W  Insurance  P^ro^rjMis 

New  Detroit  urges  the  continuation  of  fHA  for  meeting  the  need*  of 
persons  not  adequately  served  by  private  sector  fmancif^g.     Rather  than 
increasing  reliance  on  private  se<:tor  markets,  attention  should  be  focused 
upon  expanding  the  scope  of  the  program  given  coitditio'is  In  private 
markets  that  serve  fewer  persons  at  present  than  in  prior  ytan. 

The  range  of  FHA  programs  should  (\ot  be  reduced  since  this  has  historically 
been  a  source  for  finaficing  homewnership  for  those  wit^  moderate  incomes. 
Proposals  to  modify  the  fee  structure*   the  mortgage  limits,  and  the 
provisions  to  protect  hone  buyers,  as  HUD  itself  rendered*  would  tiake 
FHA  insurance  no  longer  attractive  to  those  who  traditionally  rely  on 
these  prograns.     Ad<lltlonaMy*   the  effectiveness  of  FHA  would  be  re- 
strfcte<J  by  limiting  those  persons  who  can  qL*alify  for  FKA  insurance: 
by  increasing  insurance  fees  and  applicable  interest  rates,  and  by 
eliminating  protections  for  hcmebuyerSH     P'r^fit  funding  assistance  to  pri- 
vate developers  in  producing  housing  in  areas  of  short  supoly  Should  b> 
provided*     Provision  of  new  housing  in  these  areas  is  often  critical  for 
groups  with  special  needs  such  as  the  elderly  and  handicapped, 

g.  Pension  Funds 

Serious  consideration  should  tie  given  to  revising  ERISA  standards  which 
imit  investments  in  housing  by  pension  funds*   insurance  companies  and 
others.     Of  particular  significance  is  tne  potential   for  reducing  the 
cost  of  mortgages  through  these  additional   sources.     Pension  funds  re- 
present an  untapped,  but  urgently  needed »  source  of  housing  credit. 

FEDERJIL  HOUiim  POLICE 

receral   policies  have  allowed  over  65  percent   of  Americans  to  enjoy  hmeownership 
ano  provided  over  4.5  ml  in  or  governioent  assisted  rental  units  and  i.3  million  public 
housing  units.     5i)(teen  roiMion  homes  have  been  purchased  under  the  FhiA  program*  Aban- 
doning these  pol  cies  will  inaice  it  almoit  Impossible  for  most  Americans   to  affurd  to 
Mve  for  new  afflp  oytnent  opportunities  or  better  suited  retirement  dwellings.     Eliminaiilng 
the  potential  of  homeownershi p  for  most  of  the    "baby-oodft''  population  that  are  forming 
new  households  in  this  decade  is  jnac ceo table. 
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Housing  production  levels  In  this  country  are  at  their  lowest  In  over  X  years  at 
a  tine  Mhen  1.83  million  households  are  expected  to  Join  the  housing  atrket  each  ywer 
during  the  next  decade.     Reversal  of  these  policies  will  deprive  aost  /taerlcans  of 
their  freedom  to  buy.  move,  rent  or  sell  housing  except  at  excessive  costs. 

Federal  housing  policy  objectives  cannot  leave  th«  financing  anb  production  of  housing 
to  state  and  local  agencies  without  the  provision  of  adequate  ffnandal  asslstancm; 
untested  fiscal  policies  cannot  be  expected  to  -^--^  ^he  avallahiTity  of mortgagm 
money  to  preserve  or  Increase  the  housing  supply;  private  Initiatives  cannot  be  ro- 
lled upon  to  tc tally  address  the  housing  problems  of  the  poor. 

POeifC  tiOOslNfi 

The  Commission  briefly  mentions  public  housing  in  Its  Interim  Report  and  suggests  Its 
eventual  replacement  with  "vouchers*.     Public  Housing  Authorities  (PHA's)  have  been 
underfunded  and  have  suffered  from  escalating  operating  costs  at  the  sane  time. 

Public  housing  authorities  are  a  re^dy  exp«ri«nctng  difficulty  In  meeting  expensms 
because  of  ^tgh  snerqy  costs.  Infldtion  ano  reduced  government  assistance.    With  the 
further  AbandonAnt  of  PHA's  by  the  AdnlrtUtratloh^  many  low-incomj  renters  vi       be 
forced  ta  s«ek  housing  elsewhere.     The  Admins trat ion's  proposals  are  to  sfT   or  deao- 

sh  sont  developments.     In  the  Detroit  area     the  standard  quaHty  housing  problem 
w1      be  exacerbated.    The  Pres  dent's  Budget  proposes  increasing  rents,  coyfiffng  food 
stamps  as  incone,  and  reducing  the  operating  sutti  dies  for  PHA  s.     New  DetroU  be    eve4 
that  the  rati  ana  e  offered  for  these  proposals  fa        to  Ukt      to  c^ns  deration  tr>e 
fact  that  lot*-  ncomt  perions    r*  hi.  ■-  purchasing  power  reduced  &y  infUt  on, 

high  food  cost^  and  slashing  of  thetr  putiHc  assistance  budgets.     To  further  Incrmese 
rents  and  reduce  operating  subsidies  at  this  tlnte  ts  both  callous  and  111-advlsed. 

The  estiMted  effect  of  computing  food  stamps  as  rent  will  be  a  31S  Increase  In  rents 
within  two  yeari       Further  rent  increases  of  ?0l  were  autyi^iied      st  y%»r  raising 
tpnant  contr  Dgt  ons  from  25*  of    ncome  to  30^.     This  ^roceoure     toe    would  require 
the    arrest  r^^  les  to  devote  higher  proDortions  of  their  incomes  to  rent.     At  the 
same  time  as  ren     increases  ire  proposed     tenant  rights  «re  to  be  eroded  tty  changes 
in  lease  and  grievances  procedures.     Energy  costs  will  also  be  imp^js^nf  directly  on 
tenants  In  public  housing  increasing  the  amounts  they  must  devote  la  housing  costs 
at  the  expe^^e  r^f  ^^^-f^-  '••^^^'^-r-^^      Coordinated  with  these  rent  Increases  are  plans 
to  reduce  funds  allocated  to  operate,  maintain  and  repair  existing  public  housing 
units.     Rent  increases  of  60%  would  be  required  to  offset  these  cuts  according  to  HUO 
calculations. 

THE  ELOERLr     AhO  HAHQtCAPPED 

production  of  housing  for  the  elderly  and  handicapped  is  cut  almost  In  half  In  the 
Pres  dent's  audget.     The  Budget  proposes  to  fund  only  10,000  units  in  M5Cil  year  ig83; 
however    on  y  40^  of  the  elderly  in  need  of  assistance  have  bc?n  accoAOOJted.     *•*« 
Detroit  be  ieves  that  the  elderly  and  handicapped  require  special  cons^^ aeration  In 
the  l/p«  and    Xrjcx^rt  of  their  housing.     Special  elevators,  access  ^ampsv  batnroom 
fac  If  ties  and  other  considerations  go  into  insuring  that  the  housing  meets  the  needs 
of  the  elderly  and  handicapped. 
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^Based  upon      tht  1970  census,  the  fraction  of  "dilapidated"  housing  had  decreased 
to  less  than  101  and  declined  to  less  than  3  percent  or  2.25  million  aiitts (according 
to    figures    cited  In  the  Conslsslon's  Interln  Report).  Anong  the  poorest  fifth  of 
the  population,  61  percent  lived  In  housing  without  cooplete  plunbing  In  1950, 
compared  to  7  percent  (5.25  million)  In  1978. 

^1s  plan  Mas  prepared  t^  the  Detroit  Planning  Department  based  upon  a  3%  sampling 
of  residential  structures  to  estimate  the  nwber  of  substandard  units.    Substandard 
Is  defined  as  lacking  In  all  or  some  plumbing  facilities  and  the  existence  of  over- 
crowding (more  than  1  person/room). 

^Based  upon  Detroit  Buildings  and  Safety  Department  annual  reports,  11,923  units 
of  nultl-famlly  housing  were  demolished  between  1975-80  and  4,002  units  of  multi- 
family  housing  units  were  constructed  during  that  same  period.    A  net  loss  of 
8.000  rental  units  resulted  from  these  actions  during  1975-80. 

*Based  upon  tefltatTva  eliglbfllty  criteria,  HmHing  #li nihility  to  households 
with  Incodiei  under  SQ%  of  the  arw  median  for  a  family  of  four  and  paying  rent 
In  excess  of  SO:  of  Income »  3%  of  17»00O  1 1.530)  renter  households  wuld  be 
eligible  In  OctroU  compared  witfi  ISI  nitlonally.     Comparttivelyt  there  have 
been  about  5,000  Section  S  uniU  designated  U  Detroit  i\nct  1975^  with  SCO 
to  800  new  ones  added  each  y^sr. 
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NATIONAL  RURAL  ELECTRIC  COOPERATIVE  ASSOaATION 

1800  MaMaclMiMtts  AvwMM,  N.W. 
Washington,  D.C.  20036/ 202*<57-iS00 


March  16,  1982 


Representative  Henry  B.  Gonzalez 
Chairman,  Subcomnrittee  on  Housing 

and  Community  Development 
2252  Raybum  House  Office  Building 
Washington,  D.  C.  20515 

Dear  Mr.  Chairman: 

On  behalf  of  the  National  Rural  Electric  Cooperative  Association,  I 
bring  to  your  attention  the  enclosed  resolution  adopted  by  the  iieflbership 
of  NRECA  at  Its  Annual  Meeting  on  February  10,  1982  In  Atlanta,  Georgia. 
The  resolution  deplores  the  massive  cuts  In  Farmers  Home  Adilnlstrttlon's 
rural  housing  programs  for  1983  and  urges  the  funding  level  of  at  lMSt 
that  of  fiscal  1982.     In  our  opinion,  the  recoimnendatlon  that  your  sub- 
committee Is  making  In  Title  IV  of  H.R.  5731  would  certainly  be  in  accord- 
ance with  our  membership's  resolution. 

The  RRECA  membership  has  long  supported  rural  housing  prograas, 
particularly  those  of  FmHA.     This,  of  course.  Is  understandable  since  the 
rural  electric  systems  serve  a  very  large  proportion  of  the  rural  popula- 
tion, and  these  programs  have  benefited  thousands  of  people  who  are 
residents  of  rural  electric  cooperative  services  areas. 

We  sincerely  hope  that  your  subcommittee,  and  the  full  Comlttte, 
will  approve  the  funding  levels  for  FnMA  contained  In  H.R.  5731. 


Sincerely,  / 

William  E.  Murray  X 

Legislative  Specialist  for  "^ 
Rural  Development 


WEM:nb 
Enclosure 
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RESOLUTION 
ADOPTED  BY  THE  MEKBERSHIP 
NATIONAL  RURAL  ELECTRIC  COOPERATIVE  ASSOCIATION 
ANNUAL  MEETING  -  FEBRUARY  10.  1982  -  ATLANTA,  GEORGIA 


Rural  Housing 

In  tfie  ]iild-l960*s.  Fanners  Horn  Administration  became  a  major 
source  of  finarclrj  for  rural  hotslng  and  since  then  ha$  assisted 
hundred*  of  thousand  of  ruraT  families  to  acquire  decent  housing. 

NotwitJi  Stan  ding  the  impressive  accai^Tishnents  FnHA  ha*  achieved 
and  the  benefits   rendered  to  so  inany  rvri\  Americans,  m«i>y  of  whom 
are  ntirfcers  of  rural  electric  cooperative*,  rural  areas  still  contain 
a  disproportionate  Share  Of  the  nation's  substandard  housing  —  about 
U9-mi"lliofi  units. 

The  severe  cuts  whicft  the  Office  of  Management  and  Budget  have 
proposed  -  a  reduction  from  j3-7-billion  this  year  to  JLl-billiofi 
next  year  -*  would  permit  FnWA  to  provide  Httle  more  than  a  token 
housing  program  leaving  a  vacuum  that  could  not  be  filled  by  the  few 
mortgage-lending  institutions  that  serve  rural  areas.    Moreover, 
ttese  cuts,  if  in^ilerented,  would  virtually  h4lt  construction  of 
rental   un^ts  for  low- In  coma  families  including  the  elderly. 

We  have  long  supported  FntiA's  tiousing  program  and  deplore  O^S's 
efforts  to  decimate  it.  We  urge  the  AdministratiDn  and  Congress  to 
fund  this  Ir^jortant  program  at  least  at   the  current  year's  level. 
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HRsiti^nons 

Savings  Association 

April  14,  1982 

Honorable  Henry  B.  Gonsalex 

Chalman  of 

Subcoanlttee  on  Housing  and  Coaatmlty  Developaent 

2129  Rayburn  House  Office  Building 

Washington,  D.C.  20515 

Dear  Mr.  Chalman: 

We  are  pleased  to  have  this  opportunity  to  express  ▼!«»•  on  Sactioo 
512  and  513  of  HR  5731  for  the  Rearing  record.  We  appreciate  vvry  Bvch 
your  deep  concern  for  the  state  of  the  nation's  houslog  that  you  and  the 
other  aeabers  of  the  subcoaalttee  have  deaonstrated.  We  share  this  concern. 

Section  512  (b) 
Llnl tat Ions  on  Participation  Agreements 

The  relationship  of  the  current  statutory  Mortgage  Units  to  the 
purchase  of  partrlcipetion  interest  has  been  unclear.  We  understand  that 
this  anendnent  is  Intended  to  clarify  Congressional  Intent  on  this  natter. 
In  discussions  with  your  subconnittee  staff  to  obtain  tbair  interpntatlon 
of  exist  log  statutes,  their  position  was  that  the  naxinun  nortgage  porchnnn 
Units  under  existing  law  are  Units  on  the  total  principal  balance  of  thn 
loan,  not  nerely  on  the  aaK>unt  of  the  participation  interest  to  be  pqrchnend . 
In  Novenber,  Federal  National  Mortgage  Association  (FNMA)  annoonced  that  thn 
naxinun  Units  applied  to  the  participation  Interest  rather  than  to  the 
anount  of  the  original  loan.  An  interpretation  that  nortgage  pnrticlpntlon 
purchases  would  be  United  to  the  total  principal  obUgatlon  of  the  w>rtsa#e 
without  regard  to  the  participation  or  interest  purchased,  would  ellninatn 
the  purdiase  by  FHMA  of  "nonconfoming"  loans  i4iere  FRMA  purchases  op  to 
$107,000  of  the  principal  balance. 

The  FNMA  poUcy  enables  lenders  to  gain  additional  Uquldity  becaonn 
it  nakes  virtually  every  loan  in  a  lender's  portfolio  eligible  for  at  Innst 
partial  purchase  by  FNMA.  Additional  Uquldity  is  especially  inportant  in 
high  cost  areas  where  a  large  share  of  the  loans  being  originated  exceed  thn 
statutory  linl  tat  ions  in  the  corporation's  Charter  Acts.  Liberalised  Ualtn 
on  participations  would  pemit  the  Federal  Hone  Loan  Mortgage  Corporation 
(FHLMC)  and  FNMA  to  provide  lenders  with  needed  Uquldity  without  Ignorint 
the  low  and  nlddle  incone  households  the  subconnittee  wants  to  insure  vlll 
be  served.  A  great  najority  of  their  participation  purchases  are  85Z  -  9SX 
of  the  total  principal  balance  of  the  loan.  The  nunber  of  very  high  priced 
houses  for  which  pert Iclpat Ions  are  purchased  should  always  be  low  becaose 
lenders  do  not  want  to  keep  large  illiquid  residuala  in  their  portfolio* 
In  any  event,  I  have  been  assured  by  both  corporations  that  they  have  no 
intention  of  abandoning  their  traditional  role  in  providing  funds  for  low 
and  nlddle  Incone  fanilles. 


First  Texas  Tower       •       14951  Dsllas  Parkway       •      Dallas.  Texas  75240      •      (214)  990-4800 
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Section  513  (b) 

PufchagE  of  Second  Mortg*Bgj 

Expanding  the  Mortgage  Cwrpflratlfln'ft  loan  purchase  authority  to  include 
second  nortgdRe      tateMed   to  finance  th£  purchase  of  a  home  is  an  iaportant 
change   in  vl«v  of   the  National  AssoclBttaa  of  Ksaltarji  estiaates  that  one  third 
of   the  hotiKs   purchased   In  tbn  United   Sidtea   Laac  year  involved  secondary  financ- 
ing.    Ve  atroogly  support   Chia  expansion  of   authority* 

F'or   thr  past  two  years   the  corporstiou  hdve  »tdbLlshed  their  own  loan 
liinlts   for  second  Kirtga^a   purchased   under  their  pilot  Hose  laprovenent  Loan 
Programs.      They   have   not   abused   thia  authority   to  adjust  their  limits  to   reflect 
«srk«t  developiMdt       and  va  feel  that  auch  flexibility  is  easeittlal   to  the 
operation  of  4  responsive  secoadary  narke         Congress   Inteodcd   la  Iti  197B 
autharlEatlpn  of   the  HIL  Piograa  (Sec    1702  of  PUBLIC  LAW  95-630^  that   It*  loan 
limits  be  linked  to   the   Halts  idposed  on  federal  savings  and  loan  associations 
by  the  Federal  Home  Loan  Bank  Board. 

However,   folloviQg  Congressional   intent  in  the  financial   institution's 
Deregulation  Hoaetary  Control  Act  of  1980,  the  FHLBB  haa   removed  all  dollar 
limitations.    Instead    relating   lending  UmIes   Co  luitiaum  loan-to-value   ratios. 
In  the  case   of   the  Mortgage  Corporation       currattt  BIL  limit s  of  SI 5,000,    $40,000, 
and   $60,000,   they  reflect    poUcy  rather  than  the  Tederal  Home  Loan  Batdt  Board 
regulations.      Since  the  real   test    of   aoundneaa,   which  ahould  govern  the  extent 
of   participation.   Is  the  total  f Inanclivg-to-Talue   ratio,   the  Mortgage  Corporation 
Is  now  revle%^ng  the  possibility  of  increasing  the  HIL  limits. 

A  widespread  cDDcem  diMog  lenders,  which  we  ahare  that  restricting 

the  Mortgage  Corparatloa  in  the  areaa   of    total  flnanclctg-to- value  and  loan  amount 
would  put  an  edditlatial  burden  on  an  Induatry  which   Is  already  strapped   for  loan- 
able funds.      Statutory  limits  quickly  become   out  of  date  and  would   Impede  the 
Mortgage  Corpcratloo  J   ability   to   bring  fiaida   from  capital   surplus  to  capital 
deficit   areas        In  addition «   the  restrlctlona  Iti  Section   5l3  would  force  some 
borrowers   away  from  traditional   lenders  which  sell  to  FRMA  and  to  the  Mortgage 
Corporation. 

The  statutory  restrictions  on  the  use  of  home    l^provemeui   loan  proceeds 
only   for  honte   Improvementa  haa  already  prevented  the  HortSAg«  Corporation  from 
responding   to  marlte     demands  and  providing    Leoden  with  needed  liquidity 
Borrowers  of  hone   Inproveaeut   loans  almost  alwaya   Intend  to   finance  hoth  eligible 
Improvements  and  AOib«  personal   necdft  duch  aa  education  or  vacatloa  with  the  pro- 
ceeds.     As  a   re  Bui t      the  HIL  Program  haa  never  had  significant  usage  by  lenders 
Who   cite  the   statutory   tea tr let lona  on   the  u»e  of    the  loan  proceeds  as  the  chief 
Impediment.      Further  restrlctlona  on  this   program  may  result   in  so  little  use  as 
to  make   this  pilot    program  econcmlcally  unfeasible. 

Hot  only  is   the   language   Imposing  loan  limits   for  second   liens  inconsistent 
with  current   authority  to  eatabliah  loan  limits  on  HIL     it  is  very  restrictive 
In  view  of   the   authority  extended  for  purchase  money  seconds*      Limiting  these 
second   liens,   uhich   are  usually  higher  loan  amounts  than  the  restricted  use  HIL*s, 
would  further  inhibit   financing  residential  sales  today. 

In  addition  to  the  dollar  limits,   a  maximum  loan-to-value  ratio  of  80Z 
of  the  "appraised  value"  of   the  dwelling  has  been  proposed.     This  is  more  restric- 
tive than  current  regulatory  authority  and  industry  practice.     While  we  agree 
that  a  ratio  of  total  f inancing-to-value  is  appropriate  for  prudent  lending,  «a 
feel  that  it  should  not  be  set  by  statute. 
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?or  ezaaple,   :=e  =-arre=t   IhArter  Ace  docs   aoc  have  a  waTlmM  loan-to-^aliM 
ratio   far  first   Ilea  loaas.     lather  It   requires  aortgage  insurance   for  loans  wltb 
a   ratio  higher  thaa  3CI.      la   3ur  vlev,   the  applicable  total   f inane ins^to-ralue 
requl resent   for  secotid  vort^ages  shcold  be  the  saae  as  the  ratio  for  our  first 
li-sa  aortgages. 

He  also  arge   that  the  ten   'appraisal*   be  deleted  from  the  bill.     This 
tera  is  not  used  la  the  loaa-to-raloe  proTlsioa  of  the  Charter  Act  go^tamlng 
first  aortgages  (Section  305  (a)   (2)).     Horeover  appraisals  can  be  cxponsivs 
for  the  borroaer  and  are  often  lainecessary   for  saaller  loans.     The  Mortgsgo 
Corporation  has  developed  and   is  using  effective  streamlined  tecfaniqass  for 
estiaating  value  in  its  HIL  Prograa,  thereby  avoiding  the  expense  of  a  full 
appraisal.     We  hope  you  will  leave  the  aethod  of  estiaating  value  to  oar  dis- 
cretion in  that   it  aeans   savings   to  custosKrs. 

Slailarly,   we  oppose  a  statutory  requireaent  that  restricts  'second  Mort- 
gages  to  residences  which  arc  owner  occupied.     As  clrcuastances  have  made  it 
increasingly  difficult  both  for  renter  households  to  afford  ownership  and  for 
owners   to  sell  residences  upon  transfer.     Ve  do  not  want  to  preclnde  access   to 
financing  which  increases  the  supply  of  standard  rental  hoosiag.     Althou^  tha 
Mortgage  Corporation  does  not  purchase  aortgages  on  such  non-owner  occupied 
rental  property,  wc  would  like   to  sec  then  retain  the  flexibility  to  respond 
to  aarket  developaents  and  the  potential  for  an  acute  need  for  liquidity- 
Final  ly,   we  would  like   to  offer  soaa  technical  coaaents  on  the  languaga 
proposed  in  Sections  512  and  S13.     They  are  as   follows: 

1.  PARTIAL  FIXAKCIIIG:     Section  S13  <a)  of  the  bill  would  Mke  an  SMod- 
aent  to  the  Federal  National  Hortgage  Association's  Act  (the  FIMA  Charter  Act) 
to  give  FTTMA  the  authority  to  purchase  second  aortgages  on  a  residence  -  tha 
iaproveasnt  of  which  was  financed  in  whole  or  in  part  by  such  aortgage.     Tha 
Mortgage  Corporation's  Charter  Act  does  not  contain  the  *in  whole  or  in  part" 
language.     Rather  the  Charter  Act  peralts  the  purdliase  only  of  a  loan  "tha 
proceeds  of  lAiich  are  intended  to  finance  the  rehabilitation"  etc.  of  property 
(Section  302  (h). 

In  essence,  we  believe  that  the  laoguage  setting  forth  the  FIHA  and 
Hortgage  Corporation  authority  in  this  regard  should  be  the  saae.     In  order  to 
aaintain  parity.  Section  302  (h)  of  the  Charter  Act  should  be  aaended  by  insart- 
ittg  "in  whole  or  in  part"  after  "finance*. 

2.  "Seconds"  versus  MORE  SOgORDIllATE  LIERS:     Section  513  (b)   (1)  of  tha 
bill  refers  to  financing  in  a  "secondary*  aanner  the  purdliase  of  a  hoas.     This 
provision  could  be  read  to  preclude  the  purchase  of  third  or  fourth  aortgagaa 
which  are  becoalng  frequent  vehicles  for  hosK  finance.     If  this  proriaion  is 
intended  to  liait  the  Mortgage  Corporation  to  purchase  of  seconds  only,  wa 
would  suggest  that  risk  aanageaent  is  adequately  eddressad  by  the  aaxlaaB  total 
financlng-to-value  ratio  rather  than  whether  the  JiBlor  lien  is  a  second  position, 
third,  or  otherwise.     If  the  llaitatlon  is  not   Intended,  wa  suggest  that  "junior" 
or  "subordinate"  aight  be  a  aore  appropriate  tern. 

3.  INCONSISTENT  LIMITS:     Section  513  (b)   (2)  of  the  bill  would  iapoaa  a 
$60,000  Halt  on  a  two  to  four  faaily  residence  for  the  Mortgage  Corporation.     By 
contrast.  Section  513  (a)  would  iapose  a  $60,000  on  a  two  f«iily  rasideaca  for 
FNMA.     He  are  opposed  to  any  Halts,  but  any  Halts  idilch  should  be  iaposad  should 
be  consistent   to  both  FNMA  and  the  Mortgage  Corporation. 

In  conclusion,  Mr.  Chairaan,  we  look  forward  to  working  with  you  to  further 
serve   the  housing  needs  of   the  nation's  dtisens. 


Sincerely, 

Jack  R.  Tayl< 
Vice  President 
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Rep  Henry  R  Gonzalez 

Chairman,  Housing  and  Connunlty  Development 
Raybum  House  Office  Building 
Washington,  D.  C.  20515 


Dear  Representative  Gonzalez, 


Both  the  Senate  and  the  House  Is  studying  new  suggestions  for  housing 
assistance  programs. 

I  am  submitting  recommendations  for  changes  in  the  subsidized  home 
purchase  programs  and  the  subsidized  "section  8"  rental  assistance 

programs . 

If  properly  Instituted,  these  changes  could  save  the  American  tax- 
payers Billions  of  dollars  in  a  couple  of  decades. 


SincereWr 


Floyd  E  Rolfe 


566  TUidSM  Ttkf  •  74umit.,^i^$mng500^  •  (602)  267-9924 
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HOUSING  PROGRAM  RECOMMENDATIONS-     FLOYD  E  ROLFE 

.    There  Is  In  exi stance.  Authorization  for  Temporary  Mortgage  Assistance  Payments  and 
growing  pressure  to  apply  th^ft  prograin.     I  would  recofimend  a^  r^t  U  unless  the 
governfflent  can  t^k«  some  type  of  eqi^ity  position  In  this  type  of  loan  ur  iuc^  dy 
to  protect  the  ^ovcPTiinent'B  findncUl  connlttment  to  the  1obt^      Another  rtguirenmnt 
should  loalte  the  hone  ob^ner  ^  through  debt  counsel  ng  and  a  debt  repayment  prograni. 
Ttiere  are  sod^  horaowners  *ihn  have  mortgage  payment  prob  ero  because  of  legitimate 
''out*of*work  situations  but  many  of  these  people  s1in)1y  live  at  too  high  of  a 
"material*  level  In  all  thei     consumer  spendlr^g. 

.    All  subsldiied  housing  purchase  programs  should  be  revised  to  a  type  of  "SAM" 
(SRTred  Appreciation  Mortgage)  program,  m^efieby  the  government  shares  an  equity 
position  in  the  property.     For  eiiaiivile,  if  interest  rates  are    5lt  and  Me  are  sl*- 
^Idizing  a  lower  Income  housing  mortgage  at  l£^»  the  govemntnt  should  tate  a    M 
shared  appreciAtion  equity  poiitim  in  the  mortgage      Or,  If  under  other  programs, 

mortgage  payment  is  1500  and  govertiTCnt  is  subsldl  ^ng  $1?5  monthly,  then  we 
should  flT^o  take  a  1/*  "^ftared  appreciation"  equity  in  that  loan  sUisidy,     Under 
this  method,  ^aveminent  ^ould  eventually  recover  al     the  subsidy  that  it  put  into 
subsidized  mortgages  and  the  homeowner  or  heirs  would  not  profit  at  the  taxpayers 
expense. 

I.    The  "Section  8"  Subsidized  leasing  program  should  be  terminated.    This  Is  a  fright- 
ful waste  of  govertTfttent  money.    Tn  s    rogram  provides  a  rental  directly  to  the 
landlord  that  is  partly  subsidized  by  the  governtnent  for  lower  Income  people.     For 
exaiple,  a  couple  earning  or  retired  at  114, MO  per  year  can  have  their  unit  sii>- 
sidlzed  at  $291  for  a  £4 SO  apartment  or  $200    for  a  $396  apartment. 

Under  this  system  the  government  will  be  continually  and  forever  paying  out  sii>s1d1es 
for  low  Income  housing  and  only  t^e  landlord  benefits      The  taxpayer  takes  a  screw* 
Ing.     Thii  program  should  be  teniiinated  and  the  same  amount  of  (ili(ldy  should  bt 
given  to  local  government  to  ga^  for    scattered  site"  public  housing        f  Me  would 
build  scattered  site  public  housing  with  t>'ts  same  ^imount  of  ^overnfient  subsidy 
going  to  loca    government  we  would  have  hundreds  of  thousands  of  un  ts  of  piibHc 
housing  paid  for  within  25  years.    Under  "section  8"  we  will  p4y  out  forever  and 
forever. 

Local  units  of  government  could  float  bond  Issues  to  build  "scattered  site"  housing, 
the  lower  interest  rate  would  allow  for  mre  units  to  be  built.    Private  industry 
would  build  the  housing.     The  tenant  would  relitturie  local  government  for  his 
share  of  the  rent  and  the  federal  government  would  reimburse  the  local  government 
for  the  subsidized  portion. 

We  would  not  only  produce  housing  at  a  lower  cost  but  we  would  also  be  paving  for 
units  of  "^catterpd  qit^^  public  housing  and  not  forever  paying  out  a  subsidy* 
These  proposed  revisions  In  our  subsidized  purchase  and  rental  programs  will  save 
the  taxpayers  billions  of  dollars  over  a  couple  of  decades. 

If  you  need  further  technical  assistance  please  write  me. 

Floyd  E  Rolfe 
Rolfe  Business  Investors 
Licensed  Real  Estate  Broker 
566  North  SOth  Way 
Phoenix,  Arizona  85008 
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Testlmoity 

Comittee  Chairman  and  Members  of  the  House  Select  Cornnltteei    My  name 
Is  Robert  B.  Peacock,  I  am  the  Executive  Administrative  Director  for  the 
Fond  du  Lac  Reservation,  Minnesota  Chippewa  Tribe,  Minnesota.     I  wish  to 
thank  you  for  allowing  me  the  time  to  express  the  concerns  of  the 
Fond  du  Lac  Reservation  In  reference  to  the  President's  red sslon  of 
4,000  homes  for  FY  82  In  the  Indian  Housing  Program,     I  request  on 
behalf  of  the  Fond  du  Lac  Reservation  that  our  comments  be  made  a  part 
of  the  official  record  of  this  hearing. 

The  Fond  du  Lac  Reservation  currently  has  under  construction  50  lowr^rent 
and  mutual  help  housing  units.    We  received  the  program  reservation 
for  these  homes  In  April,  1980,  and  at  present  are  expecting  to  receive 
final  word  in  order  to  start  construction  of  50  additional  homes  delegated 
to  us  in  April,  1981.    These  two  projects  when  completed  will  only  meet 
1/3  of  our  current  housing  needs.    Our  experience  In  finalizing  both  of 
the  projects  has  exposed  these  problem  areas: 

1.     Interdepartmental  agreement  between  IHS,  HUD  and  BIA.    The 
Interdepartmental  agreement  has  proven  Itself  too  cumbersome  because  of 
the  lack  of  cooperation  among  the  agencies.     For  example,  IHS  has  been 
unable  to  meet  developmental  deadlines,  housing  site  approvals  and 
ongoing  inspections  because  of  being  understaffed  and  unable  to  receive 
adequate  travel  expenses.    The  BIA,  MN.  Agency  backlog  on  road  construction 
for  housing  in  our  area  Is  behind  schedule  by  ten  years.    This  coupled  with 
the  delay  In  lease  final Ization  for  housing  sites  delays  the  project  and 
further  backlogs  housing  In  the  pipeline. 
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Paperworkl  The  avalanche  of  rules,  regulations,  special  agency  forms 
and  changes  of  same,  from  HUD,  often  means  that  work  completed  must  be 
done  over  In  order  to  comply  with  new  rules,  regulations,  special 
agency  forms  and  future  changes,  which  in  turn,  etc... etc... 

2.  The  checkerboard  pattern  of  land  ownership  on  the  Fond  du  Lac 
Reservation  and  the  HUD  policy  that  all  homes  must  be  constructed  on 
trust  lands  creates  unnecessary  delays.  The  confusing  webs  of  Jurisdiction 
ownership  and  tenure  of  land  on  the  Fond  du  Lac  Reservation  is  the  direct 
result  of  the  many  extreme  changes  in  federal  policy  toward  Indians 
during  the  last  century.  Additionally,  HUD  does  not  provide  for  site 
purchase  expenses  in  Indian  Housing  as  It  does  in  the  other  publtc  housing 
programs.  Now,  a  new  HUD  policy  has  surfaced*  This  policy  states  that 
no  future  Indian  homes  may  be  built  on  land  that  is  in  the  process  of 
being  put  Into  trust.  On  Fond  du  Lac,  we  have  purchased  over  500  acres 
of  former  Indian  land  which  was  to  complement  our  Tribal  land  for  use 
as  future  home  sites.  This  new  policy  prevents  us  from  utilizing  the  land 
until  placing  in  trust  status  has  been  completed,  (see  Attachment  A). 
This  problem  of  land  ownership  and  Jurisdiction  Is  unique  to  all  Indian 
Housing  Programs. 

At  this  point,  I  would  like  to  expound  on  the  positive  results  of  continuing 
the  Indian  Housing  Programs  other  than  the  obvious  benefit  of  some  of  the 
people  having  their  basic  need  for  decent,  safe  and  sanitary  housing  net. 
One  of  the  common  problems  cited  In  Indian  Housing  Programs  Is  the  high 
cost  of  construction.  Prior  to  Fond  du  Lac  receiving  their  housing  projects, 
we  had  only  2  Journeymen  and  no  apprentices  in  the  construction  trades. 
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Currently,  we  have  estab11she<t  i  Oept,  of  Labor  r^cogntzed  Apprenticeship 
progran  which  has  enrolled  over  fa  tndividuaU  in  the  construction  trades ^ 
This  progran  has  enabled  us  to  provide  Jobs  And  training  which  will  result 
in  Journeymen  status  for  our  people  *rt1ch  would  not  have  occurred  except 
for  the  Indian  Housing  Programs.    The  apprentlcesMp  program  also  allows 
us  under  the  rules  and  regulations  of  the  Bacon-Davis  Act  to  reduce 
labor  costs,  and  provides  a  local,  trained,  labor  force  that  enabtes 
the  Fond  du  Lac  Reservation  to  avoid  the  high  cost  of  Ip^orting 
construction  labor. 

The  development  and  acknini  strati  on  of  the  housing  projects  presently 
underway  on  the  Fond  du  Lac  Reservation  has  enabled  us  to  test  and 
develop  our  administrative  capabilities.    The  Fond  du  Lac  Reservation*^ 
goal  of  self-determination  requires  the  administrative  ability  to  handle 
complex  projects.     This  ability  tan  only  be  learned  and  tested  through 
hands-on  experience.     The  Indian  housing  programs  provide  this  experience 
and  win  pay  dividends  In  the  future  years  In  the  provUion  of  Reservation 
people  with  the  necessary  administrative  capabilities  to  tackle  the 
reservation's  complex  problems. 

To  date,  Indians  who  make  up  less  than  It  of  the  population  have 
experienced  more  than  3%  of  the  cuts  In  the  Federal  B^get$.     In  hard 
facts,  this  means  that  to  enrolled  members  of  the  Fond  do  Lac  Reservation r 
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Because  of  economic  hardships  - 

-  21X  more  people  are  now  forced  to  accept  fuel  assistance. 

-  150  women  and  children  have  been  cut  off  the  NIC  program. 

-  more  than  35%  of  the  people  employed  by  the  Reservation  have 
been  terminated  because  of  Federal  budget  cuts. 

Now  this  administration  proposes  to  establish  the  zero  policy  In  programs 
providing  basic  needs  to  Indians,  Including: 

HUD  Section  202  elderly  housing:  -0-  and  rescind  FY  82  funds  and 

liquidate  assets. 

HUD  Assisted  Housing  (New  Construction):  -0-  for  FY  83  and  rescind 

FY  82  funds. 

HUD  CDB6:  To  be  -0-  In  FY  84. 

HUD  UDAG:  To  be  -0-  In  FY  84. 

BIA  new  road  construction:  -0- 

IHS  Sanitation  Facilities  for  new  and  existing  homest  <-0« 

The  people  of  the  Fond  du  Lac  Reservation  believe  that  the  purpose  of 
having  a  Democratic  Society  Is  to  assist  the  people  In  meettng  thetr 
basic  needs.  The  proposed  budget  and  red sslons  will  deny  the  people 
these  basic  needs. 

The  Fond  du  Lac  Reservation,  Minnesota  Chippewa  Tribe  requests  that  you 
oppose  the  President's  Reclsslons  and  support  continued  and  additional 
funding  for  programs  aiding  Indian  People. 

o 
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